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BEFORE THE PUBLIC SERVICE COMMISSION

OF THE STATE OF DELAWARE

IN THE-MATTER OF THE APPLICATION OF
CHESAPEAKE UTILITIES CORPORATION FOR

 APPROVAL OF NATURAL GAS EXPANSION
SERVICE OFFERINGS

- (FILED JUNE 25, 2012)

PSC DOCKET NO. 12-292

REPORT AND RECOMMENDATIONS OF THE HEARING EXAMINER :

- Mark Lawrence, the duly appointed Hearing Examiner-in.thiS]Docket
pﬁrsuant to 26 Del. C. §502 and 29 Del. C. Ch. 101, by_thé Clommission
Order No. 8174 dated July 3, 2012, reports to the Commis'sion as

follows:

fI. APPEARANCES

,Oﬁ. Behalf of the Applicant, Chesapeake 'UtilitieijCorporation-l

Delaware Division (“Chesapeake” or “Company”) :
Parkowski, Guerke & Swayze, P.A.,
BY: WILLIAM A. DENMAN, ESQUIRE

Jeffrey R. Tietbohl, Vice President

On behalf of the Public Service Commission Staff (“Staff”):
Julie Donoghue, ESQUIRE, Deputy Attorney Generalf

Susan B. Neidig, Senior Regulatory Policy Administrator



:On'béhalf of the Division Public Advocate (“DPA”):
BY: REGINA A. IORII, ESQUIRE, Deputy Attorney General

Michael D. Sheehy, THE PUBLIC ADVOCATE

On behalf of Delmarva Power & Light Company (“Delmarva”).

BY: PAMELA J. SCOTT, ESQUIRE

. On-rbehalf of the Caesar Rodney Institute, Ceijlter forEnergy '
Competiveness (“CRI”)

BY: DAVID T. STEVENSON, DIRECTOR

On behalf of the Delaware Association of .Alternati?e*ﬁEnergy
Providers, Inc. (“DAAEP”)
BY: GLENN C. KENTON, ESQUIRE and TODD A. COOMES, ESQUIRE;

RICHARDS, LAYTON and PINGER, P.A.

Adam Lambert, President

On behalf of Delaware’s Department of Natural Resources (“DNREC”)

BY: RALPH K. DURSTEIN III, ESQUIRE, Deputy Attorney General

VALERIE SATTERFIELD, ESQUIRE, Deputy Attorney General



II. ‘BacﬁGROUND

A. Application

‘1. . On- June - 25, 2012, the Delaware Division_ of:ChéS'apeéke |
Utilities Corporation (“Chesapeake” or “the Company:".' )' flled | an .
Application seeking Commission approval: a) to establishr‘a'nd'll.ltilize
an alternative rate design and rate structure to 1ow¢r the_ _amoﬁnt of
up-front contributions from new customers from regarding'theCompany’s
expansio'n into areas of eastern Sussex County (the “Infﬁ:astrﬁctur‘e
Expansion Service Rate” or “IES rate”); and b) .to éstabiisH a
Distribution Expansion Service (“DES”) Rate for all cu'stldmersl'which
“would be utilized by Chesapeake to support the necéssary ,-rlé'sources

l1tate the large- number of

and administrative requilrements to faci

anti_cipated conversions from propane, fuel o01l, and électricity'-to
natural gas. n! (Application, {97, 8 .)

2.  According to Chesapeake’s Application: the ' Infr’astructure
Expaﬁsion Service (“IES”) Rate would cost residential customers either-
$8.00 per month or $25.00 per month depending on whether_.. or _not they |
are- a heating customer. For a typical residential service. (R-2)
CUin‘:c‘)mer using 50- Mcf of natural gas annually who '_ne_éds - an
approximately thirty (30) foot main extension, if Chesapeake’s
Application is approved, the up-front capital cost Hof '$627 ‘per.
Customer of providing service to a customer 1n an existing'development

‘_wou_l_d_- gelneral_ﬁly be elirﬁinatec:il.."’J (Applic.Y7; Tietbohl, pp.18'-_-r19_.) |

1 The Exhibits attached to this Report will be referred to as, for example
“Exhibit .1, ” ‘using the complete word “Exhibit.” -

-2 Ag a condition of receiving service, each new customer would pay this non-
refundable CIAC fee to Chesapeake to offset the acquisition, improvement or
construction costs of facilities to provide service to that customer.
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3. 'As proposed, the IES rate wou.l-d be $40._OO per month for
'Expansiori Area Genefal Service, .$125.00 per month for Expansion Areé
Medium Volume Service,.while Large Volume Service andHighLoadfac#or
Service Customers would not be charged'this rate. (Id;) )

4, - Regarding the proposed the Distribution Servige'(“DEsﬁ)'
| raté:e,:' as shown in the graph below, this charge would cc:sth‘"r'$]:‘,,25'§er'
mdnth'fofcurrentcustomer classifications (i.e., RS-l;_RS{i,‘GS,GﬂVS;'
VS a'n'd_ HLF-.S.)',_ and the proposed expansion clagsifications :‘7( :Le ,".,‘EI.QS - . .

1, ERS42, EGS and EMVS) would increasgse as follows:

Raﬁe'échédule ' Current Monthly_ b?gﬁoéééwﬁanthly

- (Customer Class) - Customexr Charge CustomerChargeTH_J
RS-1 B ~$10.50 S $11.75

RS2 ] $13.00 $14.25 -
es $26.00 S27.05

B MVS )  $65.00 $66.25 ]

Vs | $125.00 - $126.25::

THLFS $75.00 $§6;é5;‘

ERS-1 n/a $19;75  -
ERS-2 o | n/a $39.25

EGS n/a $67.25 ]
EMVS n/a 5191.25

(Applic., Public.NOtice,18.)

_(Applic., Tietbohl, p.18, LL 12-22.) Currently, Chesapeake’s Tariff permits
either “a CIAC fee, a Customer Advance, a Letter of Credit or other financial

guarantee at the Company’s Discretion.”

12.2, §VI, 6.3.)

(P.S.C. Del. No.4, 3" Rev. Sheet No.



5. The proposed expansion service offerings also include an
optional Conversion Finance Service to provide financing for new

- residential and commercial customers in any Delaware county- seeking to

' convert existing equipment and fuel piping  to natufnl'wgés.illf‘

approved;'the maximum amount of financing for residential customers is
$1,500 and $3,000 for commercial customers. (Applic. ,1|9) ',.‘;.'C}'l_;étomer_s”

would haﬁe the option of “payback periods of 3, 5 or 10 yéé:sj with a

return component payable to the Company at a rate equal tothe

Company's authorized rate of return.” (Id.) The monthlyachargeé would
d'epend upon the conversion cost and selected payment option. (Id.)
_Allso, Chesapeake has proposed an optional $100 Convers.ion Management
Service fee for the Company to assist outside contfactors with
coordinating the conversion work for new customers in any Delaware
county. (Id. at 9997-9; Applic., Tietbohl, p.14, LL 7-15.)

6. Finally, ‘the Application includes proposed a taj:'iff change
which “Would allow Chesapeake to evaluate the economics _of -service
' installations and main extensions to new and existing roéidential
devéiopmentsbased on an Internal Rate of Return Model,-as'opposed to
the existing six times net—revenue*test" which currently requires that
‘the total estimated capital expenditure for a service installation
cannot exceed 6 times the estimated amonnt of net revenueiBChesapeake
also -sought Ia tariff change which would prohibit charging customers
for (a) a service installation of less than seventy-five (75) feet

from an . existing distribution main; and (b) any distribution main

> Chesapeake also seeks to eliminate the current tariff requirement that, to
be - included in the six times net-revenue test, the customer must have signed
‘an application for service and are able to convert to natural gas within
ninety (90) days. (Tietbohl,p.27, LL 19-21.)
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extensic:-n of less than one hundred (100) feet. (Id..:at 1]10, -iTietbohl , -

'p.2'7 LL 16--17 & Id.. aqt‘ﬁ[ll; Tietbohl ,p.27 LL 16-17, respecf:iifeiy;)

1'7..: In its Abplicat-ion, the Company states the.tj',:' i{t.'frecentlyh
“executed Irthree new franchise ' agreements with the folldwing'tewns er
cities in southeastern Sussex County: 1) Town of Lewes; 2) Town of
Frahkford; and 3) Tewn of Selbyville.” (Tietbohl, p.8liLL  19‘—22‘.)
Acéording to the I Application, “Chesapeake has.'received' an
uﬁprecedented amount of 1nterest from southeasternSussex .County'
residents and developers as nearly fifty (50) residential subdivisions
have expressed some level of 1nterest 1in receiving_:netural gas
service.?4.(Id. at p.9, LL 9-12.) .

‘8.  Although none of these three (3) Franchise Agr{e‘emerdits' were
filed _¢f :record; the pre-filed testimony of Chesapeake;s.vicel
| President Jeffrey R. Tietbohl attached to the- Appl’icai.:‘ior‘l'k':discusses
poftions of Chesapeake's Franchise Agreement with the Towﬁ _o.f Lewes.
_According to that.Fra'n'chise Agreement, Chesapeake 1is required teoffer
reSidential serifice to 25% of Lewes’ residents within 5 _years, 60%
wlithin 10 years, and 100% of the residents must be oflf_ered. service
within 15 vears. (Id. at p.9, LL 16-21.) The Company’s Applicetion
“does not state whether Chesapeake’s Franchise Agreements7with'the-Town
of _Fq:ankford_ or the Town of Selbyville contain “phase-iri"- periods for

residential service. The Application also does not describe where

4 44 .homeownefs of the Bay Breeze Estates residential development, the

Hawkseye Property Owners Association, and Nick Hammonds, Principal of Sussex
County Developer Jack Lingo Asset Management LLC, also filed letters with the
Commission supporting the Company’s proposed expansion of natural gas service
in Sussex County. Maybe Chesapeake is aware of an “unprecedented amount of
interest” from customers who want to convert to natural gas, but the filings
with the Commission to date do not reflect it. |
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Cj'hres‘apeake is  currently - providing non—resident-iell serv1ce ;.?.;_i.e
COmmErcralindustrial, etc. in or near Lewes, Frankfordrefséibfville.
:B.. PrOcedural History L .

‘9. By PSC . (jrder No. 8174 (July 3, 2012), tl;le 'Comrﬁission
sﬁSpended- the proposed September 1, 2012' effective'datéref1ther
Corﬁpeny"sproposed new rates, service offerings and tar:i‘.f_f_frerisions,

pending further -investigation, public proceedings andaflnalorder

- (991,2.) 'The Commission also ordered that notice of _t_h-e* _Cofnpaans L

Appl'ication and the proposed rate changes be published in De_-llawlare". .

newspepers as required by law. (§3.)
10. In PSC Ordexr No. 8174, the Commission appointed 'me_ as the
Hearing Examiner with “the authority to deny Chesapeake's"; reqﬁes{: for

an effective date of September 1, 2012 [for the proposed new rates,

service offerings and tariff revisions] 1f that date wiil | not allow
for the development ef a full and .complete record and subsequent
Commiseion action.” (Y4.) However, the September 1, ‘20‘12 deadline
expired without Chesapeake pursuing that the proposed new' Lrates,
service offerings and tariff revisions become effective on aﬁ interim
or temporary basis.
11. On July 3, 2012, pursuant to 1ts statutory right, the
Division of Public Advocate ("DPA") 1intervened as a party 1n this
docke’e. (See 25 Del. C. 948716(g).) Thereafter, I permitted the
following four (4) entilties to intervene: the Delaware Associetion of

Alternative Energy Providers (“DAAEP”),°> Delmarva Power & Light

> PSC Order No. 8210 (Aug. 22, 2012). Despite Chesapeake’s vigorope objection,
I permitted DAAEP to intervene. “DAAEP’s members share a similar interest 1in
the distribution and sale of alternative energy supplies and services to

7



.Compan'y,GThe Caesar Rodney Institute,’ and Delaware’,s | D_epartment. of_'
Natural Resources (_“DNREC").8 o
12. The parties decided not to enter into the formalErocedural
S'checiule_I . proposed to them. Between themselves, the peﬂrtﬁies then
ehgaged_inioformal discovery, conducted workshops onOctoBer:15512012s
.a'nd December 10, 2012, and exchanged confidential “positxioxrli.‘papers"
detailing their respective poSitioﬁs. Except for thep¢e4filed.
p:estimony of Chesapeake’s Vice President Jeffery R.1 Tiétbohi filed
elong with the Company’s Application in June, 2012, no otherpre-filed
testimony was £filed. The parties chose not to establish aneﬁidentiary :
reoord. Due to the filing of the Public Advocate’'s Iv-lotion.l to Close
Docket, I have not held a Public Comment Session or an evidentiary
hearing. .
III. PUBLIC ADVOCATE'S MOTION TO CLOSE DOCKET & RESPONSES FROM OTHER
 PARTIES |
13. on.January' 4, 2013, Public Advocate Mioheel'Sﬁeehy; an

_Interrener,filed a.Motion to Close Docket, The Motion‘issettached as
'I,'Exhibit w17 . The Motion states the Public Advocai:e does '.not support

the Cornpany's Application “‘elthough' [the- Public Advooat.e.'.s] 'support
for 'expansion of natural gas infrastructure into un-served and
. underserved portions of Delaware continues.” (p.3,910.) According to
 the Publio Advocate, ‘.. to proceed further with this doc_kei_: without

the_benefit;of the expense and revenue data obtained'thorough'e‘normal

. - g MR S L

a
- P e L -

their customers for use in heating and other residential and ‘commercial
uses.” (Id.at §6.)“Chesapeake has an unregulat:ed propane subs:n.dlary, _Sharp
'Propane, which competes with all of DAAEP’Ss members 7 (Id.) "

6 pSC Order No. 8205 (Aug. 24, 2012).

7 pSC Order No. 8213 (Sept. 6, 2012).

8 pgC Order No. 8206 (Aug. 15, 2012).



rate case proceeding would be a waste of this Commission’s time and

resources, as well as those of the intervening parties.";(Idﬁ)ff'_
14. The Public Advocate’s Motion to Close .Dockét_":.{- argues as

 'fo11ows{

- “The Public Advocate wants to make clear that he . - .

~ does not. oppose the expansion of natural gas ..

' gservice into areas that do not currently have =
 natural gas service. But the Public Advocate -
contends that the Company’s application “forfﬂ .
expansion rates is deficient in three respects: ‘7« -
(1) the Company has never attempted to implement =
any proposed expansion under its tariffed
“Experimental Area Expansion Program” [which
required the Company to establish one, 18 month |
program for one geographical area, so that true
expansion costs could be monitored]; (2) it
constitutes single-issue ratemaking [which =~
considers changes 1in isolation thereby .risking =
overpayment of revenue to a utility], to which .
the Public Advocate is adamantly opposed; and (3)
under the proposed DES [Distribution Expansion
Service]rate, current customers would subsidize =
the expansion of natural gas service to future
customers. | |

~ The Public Advocate continues his  strong

- opposition to such subsidies. The = Public
Advocate  respectfully  submits  that  these
deficiencies justify the Commission to order that
this proposed expansion plan be considered in the
context of a full rate case where all of the
Company’s revenues and costs can be examined to
determine the most economic and efficient way to
further the goal of extending natural gas service
in Delaware.” |

l(pA’:ﬁWlO.)

I will address the merits of the Public Advocate's'Motion in the
Discussion section of this Report. However, I will now discuss the
other partieg’ Responses to the Public Advocate’s Motion to Close

Docket.



- 15 .'C‘RI's 'Reslaohse. Ol:i January 7, 2013, I réqt.;ire‘c:i:'_.é.il,:‘p'artries.
. :to' ‘respond to the Pﬁblic 'Advocate's Mo_tion to Close ']:;ocket' on ' of
| EEfOI‘e January 23, 2013. Onl January 7, 2013, WithOL‘lt- | off‘eriﬁg‘any
2dditional argument, Intervener The Caesar Rodney Institute ("CRI”)
joiﬁed.withthe Public Advocate in seeking to close this docket. '

16. Staff’s Response. Like the Public Advociati:ﬁen, ll’l its
Response, Staff “supports expanded natural gas service, but opposes
customers subsidizing the cost of such expansion."(ﬂSJ)‘,Staff’s
‘ReSponse1 1s attached as Exhibit “27”. Staff argues thét it “éannot
support . i:ates that are not cost based or favor one cl'assof ??:ii—'stomers
Over another.” (ﬂ?.) However, Staff “does not objectho having
Chesapeakefs 'entire customer  base suppoxrt such 'expansions of
sérvice;ﬂ(ﬂG.)

17. Staff also responded that, despite extensivé negotiations
and the resulting . settlement agreement. from Chesapeake’s 2007 rate
base Case, “accdrding to the Company, it has never  used the
Elxperimental Area Expansion Prograﬁx,... and the six times revenue- | test
for ‘main extensions-the Company now belilieves to be ] “hot'_"-sufficient
goingrforward.”_ (9s, quoting Tietbohl testimony,Applic.;'p.27,) -

18 . While noting that it 'is uﬁlikely the parties wi_l*l resolve
“the fundamental issues underlying the filing,” Staff, Response’s
conciudéd jht:hat "1t 1s up to the -Company to decide whiéhdireétionit
wants to go — withdrawal of the Application or pushforwaf_d' with

formal hearings.” (Exhibit “27;98.)
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.19. DNREC’s Response. DNREC strongly opposes felOSiﬁg” this
doéket . In its Response attached as Exhibit “3,” DNREC argued* as
follows:

DNREC’'s policy interest in this docket was summarlzed in
"the p051tlon paper flled November 30, 2012 -

“Expanding access to natural gas infrastructure . .
to underserved areas of the state in the most = -
cost-effective manner has the potential "to
advance strategic environmental and economlc_f
‘priorities because of the fuel’s greatertf_@;i

efficiency, lower cost, and lower emission
profile: when compared to many other fuel
alternatives.” ' .

This is a matter of administration policy, most recently
~articulated last week by Governor Jack Markell in hlS State
ot the State speech delivered January 17, 2013 |

“Second, we need to expand natural gas
infrastructure across our state. Too many in
Delaware are paylng too much for energy because
they are too far from a pipeline to bring them
affordable natural gas. The energy savings from
fuel switching are substantial and can cover the
costs of new infrastructure. To help businessées

and residents save money, we are working with - .
both Delmarva and Chesapeake to make 1t easlier

- for bus:.neeses to switch to cheaper and cleaner*

energy.

(http://govenor.delaware;gov/speechee/2013etateofthestate/2013 sots address.shtml)

L 20. In addition to 1ts public policy concerns, bNREC refuted
the Public Advocate’s three (3) reasons for closing this dec:ket as
follows: a) the Company’s not attempting to i1mplement thewExPerimental
Area Expansion Program “is not sufficient reason for precluding full
consideration of.alternative rate structures;” b) “m;the Comﬁission 18
authorized to conduct limited single issue rate proceedings;” and C)

customer subsidies is an issue which can be addressed in this docket,

11



o é_nci is not a sufficient reason to close the docket. _‘ (p..2.)r 'IIFDNREC
| dpn;c:luded' tliat "DNREC is willing to remain at the téble'"as'hlong‘as‘ |
there is*.a meaningful opportunity to fully consider the.reccrai‘lc‘:_)inic ‘and
_environmenta_l benefits of promoting fuel switc‘:hing_ "from'diiftiérénd‘ .
~ more expensive fuels to cleaner and less expensive natﬁrélngéé_;ﬂ(Id.);'
--21.j : DAAEP"EI ‘Response. DAAEP respoﬁded that Chesa]_:ieake “could

continue; with the Application, amend it or withdraw:iﬁ."(ﬂ9.)
(Exhibit “4#) DAAEP strongly argued that the Commission'shoﬁldreﬁuire
Chesapeake td implement the Experimental Area ExpanéidﬁPngram.
(4 .)After ﬁoting that propane costs have substantially decreased
sincel the filing Qf the Application, DAAEP gstated t,lhat_ its main
conCernsQin this docket remain:

“ji) Chesapeake's standards for expanding natural
gas service, and the potential for Chesapeake
extensions based upon either overly optimistic or
"reverse engineered" projections, and ii) current
rate payers effectively subsidizing Chesapeake
extensions.” R

“Importantly, it has become clear based upon the
information that has come to 1light in the
workshops regarding the application and the
changed circumstances since 1its filing, that the
originally-stated economic benefits for the
Chesapeake Application were overstated.”

(996,7.)

- Furthermore, as the workshops proceeded, .it
became clear that there is no “typical” or
. “average” resident of southeastern Sussex County
in connection with energy use and no “average
savings.”  Rather there are two “typilical” .or o
Z“average” users: full time residents and seasonal
homeowners, who generally are not heating
customers and whose consumption is well below 50
Mcf per vear. Preliminary information in
connection with the workshop suggests  that
perhaps between 60% and 70% of the residents 1n
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southeastern Sussex County may Dbe sea_.sonaﬁi'}f -
homeowners for whom savings from natural gas are
- likely to be minimal or even negative.” (§8.) . ~
22.' Delmarva Power’s Regponse In its January 23, "2-0_13 ‘"-'filing,
Intervener Delmarva Power “took no position on the Public _Advocate’s
Mot ion to Close Docketm." Additionally, Delmarva Power’s.filingfstates

- that “Delmarva Power has never taken any position one Way or the'dther'

concerning Chesapeake’s application...” I will now dlscussthe -

Company’s Response to the Public*Advocate's Motion to Closepockétf:1
IV .CC‘)MPANY'S:I RESPONSE TO PUBLIC ADVOCATE’S MOTION TOF_CLOS'ED('.;)CKET

23 -Chesapeake’s Response to the Public Advoc-ate_.'-s'-" Moﬁion - to
Close Docket is attached hereto as Exhibit wg# . In its Respénse, in
additioﬁ to the Commission allowing this Docket to proceed; Chgsapeake
seeks that the Commission épprove the proposed " infréstructure
Expansion Rate (“IES”) on an interim basis. (9914,15.). rThe.Comp‘any
seeksthatthe interim IES rate be allowed to remainin;effect.fbr“an
appropriate time period for review of_these'rates that wiilfacilitate
the objective or goal of expansion of natural gas _sérvj.ceh.iri_ the
'_defin'ed eXpanSiqn areas in Sussex County.” (915.) Be‘fcﬁfle“_:addressing
thé Comparifs interim IES rate request, however, I want .'to_first
| di-scuss_the Company’s Response as to the thrlee' (3) reas@ﬁs wh;_/ the
.PubliclAdVOcate argues that this Docket should be closed. .

24, As to the Experimental Area' Expansion Program (“AEP”),
Chesapeake argues that: a) the Company c¢an demonstrate to the
Commission that the AEP is not a solution for economically -making !
natural gas' available to eastern sussex County residents and

businesses; and b) Chesapeake allegedly demonstrated 1t,hi-s to the

13



parties ‘using an illustration of an existing subdivis:i;onlan-d other
-. _ciata;. ‘which showed that the resulting AE‘IJ rate 1is “siéﬁni'f'icantly
'_highér" thaﬁ the proposed IES rate. (413 &'fn.z;) -

25. " 'As tb the Public Advocate’s aversion ’to”~Sipg1eFis$ue;1
ratemakiﬁg,CheSapeakéargues that_“limitéd igssue rateprGCeedihgé are .
'épe:ci_fi-callyh authorized by Statu'te, 26 Del. C. §304_(_b_)_. ~=Accﬁo‘rc:1ing to
- | | Chesépeaké’ “given the goal of Chesapeake's rapplication"'.- the;‘r'lm‘ﬁerc;')us

: rleq'ue_sts' being .received from consumers for~‘né._tura1 gas Sér\}'ice‘,h and |
.the parties’ general Support of that goal (makingﬁéturél gas
avallable to more residents of Sussex County), a 1imit--eld issﬁe rate
proceeding is more preferable to a general rate case. The-Commiésion’s
F“recent" approved' rate of returns has no bearing on the present
jap.plication as the Company i1s not seeking a change 1in its au'thoriZed
rate of return as part of 1ts application.” (14,- emphasis in
‘original.)

_2_6..: As to the Public Advocate’s argument that the Company'’s
propoéed subsidies require the Commission to cloée this ~docket,
Chesapeake argues that:

“the majority of [the Company’s] proposals

are not based upon historical embedded cost of
service because historical costs are not relevant
when making investment decisions related to
expanding its natural gas system. What 1s
relevant is the marginal capital expenditure, the
marginal operating expense and the marginal
revenue generated by the expansion.” (43.) Under
the Company’s existing line extension policy, the -
Company cannot extend its 1lines wunless the
projected revenues from the new customers will be
sufficient to recover the Company’s projected
expenses plus a return on its investment. The
appropriate revenue and expense analysis differs

~ from that of the traditional rate case analysis
in that the focus is on the projected revenues
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and expenses for an extension of service td _ne-w'f‘ij
customers and developments. It 1s necessary

~ therefore to evaluate the proposed IES rate based -«

- on projected expenses and revenues rather than on.
actual test period data, which is what is used to
adjust Dbase rates 1n an existing service '
territory in a base rate case. The dollar amount =
for the IES rate will determine how much farther . .
(and quicker) the Company can extend its lines
compared to what the Company otherwise could do. =
‘under its existing base rates. As acknowledged =
by the Company, 1f, after an appropriate time -
period, the IES rate needs to be modified or -
adjusted based on the actual operating experience
achieved, then the 1rates <can be adjusted
accordingly.” (97.) '

27. Chesapeake also claims that it will use the 'sam_e'.inodel for
residential customers, allegedly permitted by tariff, which has
allowed Chesapeake “to extend its mainline facilities to ' larger
'commerCial and industrial customers in Sussex County in an@hhér that
"does not require any <customer subsidies.” (Id.) ,,_,C"hé-sépe;dke"s
commercial and industrial sales using and not using its model could
have been disclosed to myself and the Commiss:i.on on a redacted basis
- but were not.

- 28. In its Application, Chesapeake argues that, regardless of
new rates be implemented, the Company is also requesting approval to
prdvide two (2) new services: a Conversion Financing Se,rvic'e_' and a
Conversion Management Service. The optional Conversion FinanceiserVice
Cwill provide financing'for new residential and commercial;custbmers in
a_.ny Delaware county seeking to convert existing equ'ip_rﬁ_ent-- and fuel
piping to natural gas. If approved, the maximum amount 'Qf financing

for residential customers is 81,500 and $3,000 for commercial

‘customers. (Applic.,99.) Customers would have the option of _Fpayback
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- periods of 3, 5 or 10 years, with a return component payable to the

C‘ompany’ at a rate equal to the Compariy's authorized ratej'__ef_-_j return "

| - (1d.) The monthly charges would depend upon the conversi'_o‘;n cost and

gelected payment option. (Id.j Moreover, Chesapeake he.S"preposed an
eptionai $100 Conversion Management Service fee for tl;ie_‘ kc_er-npany to
Iessist’ou'tside contractors with coordinating the convei‘.sr:‘i_Onr .ch':rk kfordh
'Lnew 'custemers iﬁ any Delaware county. (Id;; atﬂﬂﬂ7;§i“.gpplie.,
Tiétbohl;p{14, LL 7-15.) e
- 29.- Chesapeake "has also proposed a tariff amen_dmer‘lt: to' ehange
‘the .economi'c test used by Chesapeake to evaluate the ecoho_mies' of
- iextending service to existing developments by using' the ‘Irnterrial Rate
ef'Return based model presently used for new developments, rather than
the six times net-revenue test. (Exhibit 4,95.) Ches.apeake . has also
proposed eliminating the current tariff provisions that prohibit
- charging .for service installations within 75 feet of :en“ existing
distributi.on main, or for mainline extensions of less thaii. 100 feet.
(Id.)

30. Finally, Chesapeake seeks that the Commission approve the
proposed Infrastructure Expansion Rate (“IES”) on an interim' basis.
(1”114@5.) . .The Company seeks that the interim IES rate be allowed to
remain1 1n effect for “an appropriate time period ‘for review of these
rates that will facilitate the objective or " goal of eXpansion of
natural gas service in the defined expansion areas 1n Sussex County.”
(115.)

31. Chesapeake’s Response to the Public Advocatefs Metion to

Close Docket concludes that ™“([tlhe DPA, in its motion, provides no
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3"basis for Tdismissing, without evidentiary hearings,_Chesapeake's

-
Ll

'r.equest' ~to implement these new service offeringsi ..“éndl..*jtarfiffr
amendments. There is no reason to require the Company to file a rate
Case.” Befofe discussing the merits of ‘the partiesf”respéctive
p'o_sitions,' however, I will  Dbriefly discuss I thé Commissioﬁ's
'j_uris.dict'libn over this docket and give some backgroun'd.,, about.
Chesapeake’s operation. -
V. DISCUSSION OF JURISDICTION & COMPANY BACKGROUND

A. Jurisdiction

32. According to 21 Del. (€. §201(a), since Chesapeake is a
regulated public utility and the Company has proposed né'w r.ates and
services, the Commission has jurisdiction over this docket. This
st‘atutej provides, 1in pertinent part, that the " [tlhe Commission shall
h.a've'1 exclusive original supervision and regulation of f.-al_ll_'r_'.public

‘utilities and also over their rates, property rights;iiéquipmeht,

_' facilitries‘ .. so far as may be necessary for the purpose '_‘_<I:>_-f_j cérrying '
-_oﬁt thé_ 'proviSions of this title. Such regulation sh‘al-l.' 'in_ciude _thé
"regulation of rates ...” .

33'.__ Moreover, Section 201(d) provides that the Cc&mmissién. “may -

élter in Whole or in part, its supervision and regﬂléﬁi@n ovér some
_or' all of a utilityfs .. services .. to the extent neceSsér_f to promote‘
- and sustain adequatie service at just and .reasonablerates_ Where- the
| gommission determines that alternatives to 'supervisi_on and” regulation
inclu.ding' the competitive provision.'of such products -a_nd; -. services are
in .t'h-e- _f:ublic interelst.” 26 Del. C. §201(d) (1). “Alt*efnativ‘e_:é '_ i_'nclude;._

but are not limited to, incentive regulation .. | cate'g-ori'_za'tion_ of
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| ‘servicels fo_r ‘the purpose of pricing .. ranges of authorized'jreturns
,ahd'different returns for different sefvices."9 B

:sijfzdompanyBackground & 2007 Base Rate Cémmissiop;pq&két' ‘.‘

'34_-_ ~ By way of background, Chesapeake serves - wrappzf_éiim.?tely
.41;43(.) c'ustomers_- in all 3 Delaware counties, of whichis:’L .6% é,re
resideﬁtialj-éuétomers. (PSC Order No. 8168 (July i?,'_éd;éﬁ HE'S
Re];;)m:tﬂr -.p.17,1‘42.) . in this docket, Chesapeake’s nbn—xl'e.éider‘l‘tﬁial .i.e
‘c'ommér‘cialil,‘ industrial, etc. have not been disclcjsed 6‘1_1:'8.'} T'-r:fedaqted”
basis té me or to thé Commission.

35. Regarding Chesapeake’s plans to expand into ea_st-ern‘_Sussex
Cqunty, | in _Gas ._ Sales Service dockets in_ recent years_, the_'. Pu_b'lric
| 'Advocate’s Consultant Andrea Crane has repeatedly quest;i.onéd_ whether -
maf~not'the-Company's forecasts of residentialandcommetcialcﬁstomer
‘groﬁrth for the, eastern Sussex County area hé.vé : been “overly
optimistic.” (E.g., Id. at 945.)

- 36. The Public Advocate’s Motion to Close Docke_t. ‘arg'u‘es that
“Chesapeake I has declining per customer usage.” (Exhib’it 1, _' §16.)
Although the Company rapildly grew at the rate of 8.7% perryear between

12002 and 2008, overall demand has since considerably slowed, primari1y |

0

‘due to the recession.!’ However, natural gas prices have recently

? Chesapeake argues that 26 Del. C. §201(d) (1) “authorizes the Commission to
alter traditional rate regulation when 1t serves the public 1interest.”
(Exhibit 5, pp. 6-7.) Although it is not necessary to determine the statute’s
effect now, I note that both the United States Supreme Court and Delaware
courts have addressed'this issue. E.g., FPC v. Hope Natural Gas Co., 320 U.S.
591 (1944); Chesapeake Utils. Corp. v. Delaware Pub. Serv. Comm’n, 705 A.2d
1059 (Del. Super. Ct. 1997) (‘The primary purpose of ratemaking is to fix
rates sufficient to give the utility a fair return upon the present value of
the property dedicated to public use.”) | |

' During this time period, the national average for industry growth was only
2-3%. (PSC Order No. 8168 (July 17, 2012, HE’s Report, p.17, 942, £fn 14.)
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E re.r_haix_ied' _'Jlfeiativ'e'ly low, with production increasing a é;t’a.g?ge'x-‘imjilo%
- between 2008 and 2011..(U.S. Energy.Administration RepbrtfszQﬂ)ii
37. Chésapeake’s- efforts to expand natural ' gas ISe.rvice | in'l.
Sussex County were most recently fully litigated inDocketNO.;07-186,
1a ‘base  rate case. In PSC order No. 7434 (Sept. 2;:2608), the
Commission approvéd a settlement agreement between thé-_ pa'rt‘ies;with a o
r.at'e indrease of $325,000 awarded to . the Company. In t‘héﬂ seiii:iément
a_greement in Docket No. 07-186, the parties agreed to . a”._nufﬁber 'of‘
matters, including the following, which are some of the requirements
Ches_ape'a'ke_ now seeks to change 1in this docket without filing 'a base
‘rate case: the Experimental Area Expansion Program, thé (revised) Main
Extension Policy, and the Area Extension Program.
VI. DISCUSSION OF WHETHER TO CLOSE DOCKET & COMPANY’S REQUEST FOR
. INTERIM “IES” RATHE
A. Early'Stage of this Docket requires Docket to Pro"ce'ed
38. In 1ts Response; Chesapeake maintains that " [t_:]hé DPA, in
its mbtion,'. provides no basis for dismissing, withbut__ evi’dei'ltiary
-hearings,_ Chesap_eake’s request to implement these - new ~service
"offérings and tariff amendments. Thej:‘e is no reason to | require the

'Company‘ to file a rate case.” Although they are Curren'tly less ‘than

Warmer weather may also be a cause of less demand. 2012 was the warmest year
on record for Delaware, according to the National Climatic Data Center’s
Decembexr 2012 Report. (See www.ncdc.noaa.gov [National Temperature and
Precipitation Analysis.]) Obviously, a warm Yyear results in substantially
less natural gas being used for winter heating purposes in a mid-Atlantic
state 1like Delaware, particularly for full-time residents - as opposed to
seasonal residents. Finally, to save money, or to save energy, wmore customers
may be using less natural gas. | .
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e'n'amored with Chesapeake’s filing, Staff, DNREC, and DAAEP egree thet
the Company has the right to proceed with this docket; I -
'39.-  This re.te case has not been fully vetted yet._"'fhe'plarties
' agreed 'net " to enter into a formal Pro_cedural Schedule, whlch 1w01.-11d )
haVe required an ewidentiary hearing. Between themeelves,etheparties.
.engaged in i_rifermal discovery (presumably unswgrn):;_*rconducted
-‘Wc:)rkshep_e ‘on .(I)eil:ob'er 15, 2012 and December 10, 20I12',' | -L{and. eXC'rhangedp -,
cOnfidential “bosition papers” detailing their'respectivexﬁoeitiehs:‘.
;40"._ Except for the pre—f-iled testimony. of Ch'esaﬁeake’e Vice
1Pres-'ident Jeffei‘y R. Tietbohi filed al.ong 1 with thhe_ | Cofnpaﬁy’s
‘Application in June, 2012, no other pre-filed testimony was ﬁiled by
any party. There is no evidentiary record yet. . -
41. Another _reason the docket should remain open i‘s;- that,
| regarc'liless :Lf the Commission approves new rates, Chesapeake, clearly
‘has the right to pursue approval of the two (2) new :sefvices .lit has
-prop'olsed: " the Conversion Financing Service and the 'Conifers.j"_on
Management Service. The optional Conversion Finance SerVice 'will |
p1rovide financing for new residential and commercial customers ‘in‘ any
Delaware Lceunty _eeeking to convert existing equipment - ar'n'd' fuel piping
‘to natural gas. If approved, the maximum. amount of financing for
residential Cilstc:imers is $1,500 and $3,000 for commercial cue_tbmers.

(Applic.,99.) Also, Chesapeake has proposed an opt_iOnal $100

I_contractors-with coordinating the conversion work for newlCuStomers in
any Delaware county. (Id. at 1997-9; Applic. . Tietbohl, pl;Iej,_L LL 7-

15.)
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B.  Public Advocate’s Three Reasons For ‘ Cioslili_ig‘ - Docket
Adeqﬁately Refuted'By Most Paﬁties BRI -

42 | DN_REC suceinctly refuted the Public Advoc‘aternsr _’t‘h.;ékel (3)
. J_:jeasens f-or; closing this docket as I follofws: a) the Company’s _:not—.
| s.ttempting £o implement the E:xperimental Area Expansion',.P.régram . “is
not sufficient reason for preclﬁding full consideration of alternative
rate structures;” b) “.. the Commission 18 authorizedi:to conduct
limited single issue rate proceedings;” and c¢) customer subsidies is
an issue which c¢can Dbe addressed 1n this docket, and1tisf'not a
sefficient reason to close the docket. (p.2.)

C " Delaware Law And Public Policy Dictate that the Dodket Not |
Be Closed . - -

| 1. Deleware's Energy Efficiencf Resource'Stenderas'ACt of

2009

43. In addition to consldering the reasons above .fer' not
closing this docket, the Commission must also consider _De_laware's
Energ’y Efficiency Resource Standards Act of 2009 detaileci “in the
Company’s Application. (“the Act”) The :Act creates ,e 'target of
reducing natural gas consumption by 10% in 'thei Stete through
efficiencyend COnsetvation by 2015. (Applic., Attachﬁept' JRT-3,
'§-_2;3,_'); HoWever, | the Workgroup established to 1mplement the IAct also
~express1y supported expanding natural gas Service to more homes and
" businesses in Delaware. I
44. While the Act states that each regulated-” utility can
determinehow to‘meet the reduction targets, the Workgreep'recemmended

policy changes including establishing alternative and/orfhigher levels
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of funding to supplement existing programs and creating'ne_w_ _stricter
regul’a"ticjns and new pricing structures designed to incenti'\xr.i:zeh energy
. efficiency. None of these recommended policy changes hav_ef' 1_oc‘¢_1..1rred,
leaving the Commission in a challenging- position . 11:1 régﬁiéting a

natural gas company like Chesapeake regarding 1its futute- expansion . .

- plans.
4_5_.-_ The Act establishes energy efficiency as one of*?-Deiawalre's
| primafy ‘energy fe_sources. (See 26 Del. .C':. §1500.) Thé Ac‘i‘:*rec'.c:'gnizes }
that. jénergy efficiéncy 18 among the .least expensivé | and_

_eﬁ#ironmentally sound ways to meet the State’s growing*énergy'demands.
. (Id.)‘ The Act creates energy e.ffici-encjr goals or ‘;targetSf*f to be
~a¢hieVed by 2015: a) reducing electric consumptibn bylS%;_bj'reducing
_p.éak' eleétr.ic:' demand by 15%; and c¢) reducing néturalll' gas*., coﬁSumption
by 10%.%

 46. Composition of the Workgroup. The Act required :'that a
Workgroup‘of Delawarefs energy specialists “be established£o.completé'
‘a  study and providé recommendations during the planning* and

implementation of this [energy efficiency] policy.” (Idf_at_§1502(c).)'

“The _Workgroup was comprised of eleven (11) members, chairpe_dq'by the

- ' Title 26, Chapter 15, Sections §§ 1502(a) (1) and (2) of the Ac't' defines its
energy savings goal as follows: | -

“(a) It is the goal of this chapter that each affected energy prOV1der shall

achieve a minimum percentage of energy savings as follows:

(1) For each affected electric energy provider, energy sav::.ngs that 1is

equivalent to 2% of the provider’s 2007 electricity consumption, and

coincident peak demand reduction that is equivalent to 2% of the provider’s

2007 peak demand by 2011, with both of the foregoing increasing from 2% to

15% by 2015;

(2) For each affected natural gas distribution company, energy savings that

is equivalent to 1% of the company’s 2007 natural gas consumptlon by 2011,

increasing to 10% by 2015.”
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DNREC State Energy Coordinator, and included repree-e;fl,_.ta.tives ‘fromi_.'

'Delmarv_a Power and Light Company, the Delaware Eleetri_,c- t}Ceebei'ative',"._ -

Chesapeeke Utilities Corporation, municipal electric Liti.'li__-ties_, _the_,l._

‘;.Publig-service'Commission, the Public Advocate, the Sustainable Energy

Ut_iiit-y' | ("SEU”), Delaware’'s Weatherization Assistance Program, ‘_"-"e.:lo_]:lg -

'w_irt"h two  (2) members of the public with experience:."'j.:%"ej;;_'fef‘e_eﬁting,"

respectively, low/moderate income families and environmental issues.

(Applic., At tachment JRT-3, §2.2.)
47. The Workgroup began its analysis in Octobef; :200_9 and
completed 1ts study in May, 2011. (Id. at §2.3.) On June 14, 2011, the
“State of Delaware Energy Efficiency Resource Standards Workgroup
Report” .(the “Workgroup’s Report”) was submitted to DNREC"S Secretary
aftef a consensus vote o0of the participating Workgroupi-members.
- (Applic., Tietbohl, p.5 L 23 - p.6 LL 1-4.) .
l 48. = Support for Expanded Natural. Gas Service. The Workgroup'’s
Report express'ly supports expanding natural gas service in_De_laware.

(Appli'c.',Attachment JRT-1,81.7.) As requlred by the Act, the Workgroup

'cemparedl natura gas service to electric, fuel oil ehd"Propane
. .service. (Id.) Performing a full-fuel-cycle measurement from the fuel
soufce to the_point-of—use i.e the home, as opposed to an on-site home
_. test only, the Wo:n;kgroup found that “ [t;]he full—fuel-cycie enerqgy

_requirement;for an average home using natural gas 1s approximately 27%

'.Iless than for a similar home using electricity, 11% less -‘then the
s,imi_ler fﬁel -eil hc::lme.dr and 3% less than the similar p"repane Iheme."

'-(Ic.i-.) The Workgroup also held that “electricity is the most -__ef__ficient"
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- when only considering the energy requirements on site at the home.”
(1d.)
49. Need For Delaware Legislature To Clarify Who W111 Enforce

- EERS Savings Targets. The Workgroup - requested that the . l_egiSlatUre

clérify “who would be accountable for EERS performance resuyts and how
the State could develop enforcemeﬁt mechanisms.” The' ;Workgi;bup '
- concluded tlha.t ‘ [h]olding regulated energy providers | responSible for
Outcomeé ‘without any ability to design and administéf‘ "‘effiéiency' .
programs 'may dreate unintended 1issues.” (Applic.,Attachmént JRT -
l,§9r.l-.3.) While the Act states that each regulated utility - can
determine. how to meet the Targets, Delaware law alﬁso requires fhe'
Sustainable Energy Utility (“SEU”) with _designing _. and" ;imp-le{menting
genergy_efficieHCy'programs in Delaware. o
“50. 'I Needed Policy Changes'. The Workgroup - specifically
. recommended the following pblicy changes: ‘
a) 'Establishing alternative .and/or higher

levels of funding to supplement existing

programs; | |
b} Crééting new stricter regulations and Iiew,"

- pricing structures designed to 1incentivize

energy efficiency;

C) Broadening program offerings and del'i\}f_eryﬁ
mechanisms; and o

d) Incfeasing the energy savings that could
count toward energy efficiency. A
" (Applic., Attachment JRT-1,§9.0.)

51, In conclusion, the effect of Delaware’s Energy 'Ef‘ficiency‘_
Resource Standards Act of 2009 in this rate case is uncl_ear. This 1is
because a) the Act does not specify how utilities can comply with the

targét reductions; b) the Act does not specify which state agency will
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. gﬁférce thg target .reductions; and c) none of the‘:ﬁafural gas
expansion 'policy' changes recommended by the Workgroﬁpkhaﬁé been
eStabiished. Without clarifying these issues, the Delaware?législaturéﬁ
has place.d the Commission in a challénging position in‘.'.reg{.lléting‘ a
natural' -'gas. company like Chesapeake regarding “its f.utufég .Zéxpansion N
ans. . _ _ S -

.  f2r. Governor JackMarkell's State of the StatespéeCh_'_
52 -Althoﬁgh the Delaware legislature has .sent‘_cénflicting'

signals about how natural gas expansion .should occur, ‘Delaware’s

- _vaernor Jack Markell clearly favors expanding natural'géSQQérvice”in'

o Delaware . In his State of the State Speech delivered 'On'-'ﬁ.J,afluarY 17::

 2013,.Governor Markell stated as follows: 

“For manufacturers and other businesses, we know
the reliability and cost of energy 1s Kkey. We
need to expand our energy portfolio, reduce costs
and improve air quality. Secretary O'Mara,
working with the leadership of our major energy
companies, has developed a three-part strategy to

do just that.

Second, we need to expand natural gas
infrastructure across our state. Too many. 1in

Delaware are paying too much for energy because
they are too far from a pipeline to bring them
affordable natural gas. The energy savings from
fuel switching are substantial and can cover the
costs of new infrastructure. To help businesses
and residents save money, we are working with
both Delmarva and Chesapeake to make it easiler
for businesses to switch to cheaper and cleaner

enerqgy. .."”

Thus, Governor Markell has clearly made natural gas' expansion a

priority in this state.
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3. Penﬁsylvania
53, Finally, the Pennsylvania 1egislaturé ‘.willr_,: - soon be
addressing expanding natural gas service to un-served and,dnder;served
homeowners. This legislation can serve as a guide to this-COmmiséion.
The PenQSylvania. Natural Gas Expansiond and. Development Initiative
| statesdthat it will: .

Establish funding alternatives for gathering and o
distribution extensions to un-served and under- . = .
served areas; and o ' T

Require the Public Utility Commission to develop
rules to produce an orderly system for reviewing:
current 1levels of natural gas service and to
allow for the orderly expansion of natural gas
service to areas not currently served; |

On December 5, 2012, Pennsylvania State Senators Gene Law and Dominic
"Pileggi, who will soon propose the legislation, stated.thét,its'goals
 are:

"“in the near future we plan to introduce
legislation that will facilitate the expansion,

"~ distribution and use of low-cost, < energy
efficient, Pennsylvania-produced natural gas:
Being able to fully utilize this commodity will
reduce costs and be environmentally beneficial
‘across the Commonwealth. This legislation is
designed to assist state and local governments,
similar institutions, and un-served and under-.
served businesses and homeowners across our state
in making this conversion.” ' o

D '_Company's - Request for Interim Infrastructure Expansion
Service (“IES”) Rate Should Be Denied
54 . Chesape'ake now seeks that the Commission appfl:ove | '_the

‘proposed Infrastructure Expansion Rate (“IES”) on an interim basis.

(ﬂﬂl4,15.); The Company seeks that the interim IES rate be allowed to
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remain in effect for “an appropriate time period for revlewof these
| '-rat_es.- that will facilitate the objective or goal of 'ekpa’.nsio:a_ of

- natural gas service in the defined expansion areas in Sussex County.”

55 ' ‘Sinc;_e its interim rate request waé addressed fb}}-iQhesap'éake
in_.its recent R_e’sPOnse, nd party has addréssed'this i'SSue:ye‘t.f"‘ F'ii‘é;t,'
the Commission should consider whethér this docket is'proceduré_lly at
the stage - where the Commission .-Ishould enact the,‘p‘c.itéjntially
contrpversial IES rate for all current customers. NO evidence ils 1'in

the record, no Public Comment Session has occurred, and'no'evidehtiary

he_ariﬁg has occurred. Although the Delaware legislature is _currerl_tly.
in s_essionq, . i:ic)ne of the natural gé's_ expansio;i pol’icf "changes
recommended by the Energy Efficiency Resource Standards. Act of 2009
1'Workgroup'havebeen established. I -

© 56. ' Even if this docket remains open, Chesapeake' ¢ontinues to
have the Burden of Proof 1in this docket. The Public Advocate’s
_Credible arguments. against the proposed IES rate may éventually

prevail. The Company’s current Return on Equity ("ROE”) may be a

factorxr in the final result.

57. If thé Public Advocate’s arguments eventually .prevail in
Ithis docket, the ICommission would have to refulnd the interim IES rate.
monies after refusing to enact the IES rate. This Comrﬁission has
always performed even stricter scrutiny of an interimrate_requestfor
a bropdsed, hew serviée rate, rather than a request to .ihcr_ease the

amount of an established service rate.
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  58.11 Due to the early procedural1 stage I of this..'doq::k‘_ét; the
Commission should consider encouraging the pa'rties to agree_ _?' ét" oral
argument 'that- ther seven (7) month interim rate implemedr‘lta#_iéa.n: p'e‘.‘ribd
set forth inh_ 26 Del. C. §306 shall begin as of the- c;late .of 'ﬁhe
.Commission’s Ordér on the Public Advocate’s Motion to ClosérDOcket_.
59. ~ As opposed to Chesapeake’s proposed IES rat_e; ‘another
‘option available to the Commission is a one-time “system'_"deve‘lopment )
charge” against new Chesapeake customers in existing deife.loﬁmerits.‘
.According to Chesapeake’s Application; for a typicalfesidential-
‘service (R-2) customer using 50 Mcf of natural gas annuallywhoﬁeeds
ai.:l approxim_ately thirty (30) foot main extension, if CheSé.peake’s.
Aﬁplication is approved, the wup-front capital cost of $627 per
customer bfproviding service to a customer in an existing development
would generally be eliminated. (Applic.q7; Tietbohl, pp.18-19.)
60. Chesapeake’s Application seeks to avoid a system
-developrﬁent - charge for new customers in existing develbpment_s', -but .
this Commission approved one in Regulation Docket 15  regarding water

customers in new residential developments.'® One-time — system

B devéloPme_nt : charge_s against new customers and/cjr De'velopers 1s

‘becoming increasingly popular, as opposed to 'incre_asingf-_: _-_Cur_reht' ‘user
- charges. (Water and Wastewater Finance and Pricing-, Geo‘rc_:jé A,

R_aftelis, 3% ed., p.80 (2005.)

1% In Regulatlon Docket 15, to aid ex:Lst:Lng ratepayers, the ' Commission
required at least $1,500 per home to be collected by each regulated water
‘utility from Developers to more. ‘accurately recover CoOsStsS 1ncurred in

serv101ng a new residential development.
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- VII. RECOMMENDATIONS
61. In. summary, and for the reasons discussed above, I propose
and recommend torthe Commission the followlng: -

62. Based upon the Company’s Application and its,,_.pre‘_—Lfi_led
testlmony, 1 -recommend that the Commi’ssio'nj not clo’sethﬁ}e decket.;If, |
the docket proceeds, Chesapeake contlnues to have the Bﬁrdea olf Proof
tpursuant to 26.Del C. §307(a), which provides as follows:rf'.

3 In any proceedlng upon the motion of the Commlss:Lon, . er-"upon_

complaint, or _pon agp_llcatlon of a public utlllty 1nvolv1n1 arlz'

Eroposed or existing rate of any public utility, or -any ‘Proposed

change in rates, the burden of proof to show that the rate 1nvolved is

; - just ;_ahd ._*reaﬂsonable is upon the public utility.

(emphasis1supplied)_

. 63.. : Chesapeak_e also seeks that the Commigsion . approve -the_
; proposed Infraetructure Expansion Rate (“IES”) on .arr i:nterim.'ba_sis.
'_Th'e ‘Company seeks that the interim IES rate be allowed:tO'remain 1n
effeet for “an appropriate time period for review oOf these rates that
will 'f.ac-:ilitate the objective or goal of'expansion-. of natural gas
“service in the defined expansion areas in Sussex County.” '(Exhibit 5,
f15.) -

64 . T recommend that the Commission deny Chesapeake’s request
that the proposed Infrastructure Expansion Rate ("IES") Dbe implemented
on an interim basis. At oral argument, due to the early stage of this
docket, the parties sheuld agree that the seven :(7) ‘month rate
implementation period contailned in 26 Del. C. 8306 will begin as of

the date of this Order.
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65. Finally, I recommend that the Commission ,orde_r* that thé'
p.a__rt‘ies are required to: a) enter into a formal Procedural_'*s'¢hedule .-
.wi’;hin. .sevéx"l (7) days of the date of this Order; and b)-:":.t‘hié-"-.:.pa‘rties N
must1finalize this docket within seveﬁ (7) months of tﬁe.détejéf this
Order;
166.'I also attached a proposed Order asExhibit“G#;lwhich'will

'implement the foregoing recommendations.

Respectfully Submittéd-

Date: February 6, 2013 ' W

Mark Lawrence
Hearing Examiner
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EXHIBIT "1"

BEFORE THE PUBLIC SERVICE COMMISSION =
OF THE STATE OF DELAWARE o

IN THE MATTER OF THE APPLICATION OF
CHESAPEAKE UTILITIES CORPORATION FOR
APPROVAL OF NATURAL GAS EXPANSION

SERVICE OFFERINGS
FILED JUNE 25. 2012

PSC DOCKET NO. 12-292

THE PUBLIC ADVOCATE’S MOTION TO CLOSEDOCKET =~

The Public Advocate, by and through his counsel, hereby moves the Delaware ‘Public

‘Service Commission (the “Commission™) to close this docket, and in support of its motion avers

~ as follows:
BACKGROUND _ _
1. On June 25, 2012, Chesapeake Utilities Corporation (“Chesapeake5;"‘ '01:'" the -'
“Company’) ‘ﬁled a Petition with the Delaware Public Seljviee Commission (the“rComﬁlission”)
proposing new rates and offerings to facilitate the expansion of Inatural gas service, primarily in
eastern Sussex County, Delaware. Chesapeake also sought changes to its existiné nataral gas
' tariff pages regarding new installations. -
2. l First, Chesapeake proposed an Infrastructure Expansion Service (‘_‘IES_”) rate to
finance the extension of the natural gas distribution system into Sussex county. The IES rate
.W0u1d. be a fixed charge of between $8 and $125 per month for customer classes m a specifically
' defined area of Sussex County. Resideatial customers would pay eithef $8 per -alpath' er $25 per
month depending on whethef they were heating customers. General Service customers would
pay $40 per month and medium volume customers would pay $125. Chesapeake did nof propose
to charge the IES to Large Volume Service or High Load Factor Service custom_ers.{ |
3.  Second, Chesapeake proposed a Distribution Expansion Service (f‘DES”) rate of

$1.25 per month to be paid by all existing and future Chesapeake customers. According to



- Chesapeake, the DES rate was intended “...to support the administration and imﬁlé:ﬁéﬁtation of o
 the propos‘ed . service offerings along with the enhanced customer growth anticipaféd #s a reé_ﬁlt o
, - of the proposed natural gas expansion service offerings.” (Tietbohl Direct Teéthﬁéﬁy; 'Iz;a’ge 16) ‘
3. I .Third, - Chesapeake proposed a Conversion Financing Servi.cé for customers
interested in converting their existing equipment and internal fuel piping to na;tufhalgas. | As
- proposed, the' maximum I‘leve] of assistance would be $1,500 for residential customérsand $3,000 |
for commercial customers with 3, 5 or 10-year payback periods, with a return céﬁlptpt:l,eﬁf equal
to its authdrized rate of return. (Id. at 24). Chesapeake also proposed an optiongl Conversion
Management Service, whereby for a one-time $100 fee, Chesapeake would assist the customer in
.managing the convei'sion process with outside contractors performing the work. j
4. Next, Chesapeake proposed a tariff amendment to change fhp measure of service
installations from the current method of six times net-revenue test to an Internal Rate of Return-
‘based model. Chesapeake claimed that “the current parameters will not be sufficient going
forward,' especially considering the Company may be converting exisﬁng communities and
developments with a significant number of customers.” (ld. at 27-28). .
5. Finally, Chesapeake proposed eliminating current tariff prpvisiﬁns that ‘prohibit
; charging for service installations within 75 feet of an existing distribution main, or for ektension
charges df less than 100 feet. _
0. I Thé Commission opened this docket on July 3, 2012 (Ordcr' No.'. 8174) and
1 ' suspended Chesapeake’s application pending thé completion of evidentiary hearings_; appointed a
. Hegring Examiner to schedule and conduct a public comment session and evidentiary hearings

and handle other procedural matters; and appointed rate counsel.




7. The Public Advocate, the Delaware Department of 'Natural' --“Resourees and '

Enwronmental Control Delmarva Power & Li ght Company, the Caesar Rodney Instltute and the

' Delaware Association of Alternative Energy Providers all intervened in the docket -

8. The Bay Breeze Homeowners Association and Nick HammOnds; Pr1n01pal of Jack

. Lingo _Asset Management, LLC, a Sussex County developer, submitted letters supporting

) Chesapeake’s proposed expansion of natural gas service into eastern Sussex COunty L

9. Aﬁer the close of the intervention perlod Staff suggested that the partles |

‘participate in a workshop to discuss the issues and determine whether any resolutlon oould be -

'prOposal Thereafter, the parties conducted discovery on Chesapeake submttted conﬁdentlal -

reached prlor to conducting evidentiary hearmgs The Hearing Exammer aecepted | Staﬁ’ S

po smon papers and attended workshops on September 27 and December 10, 20 1 2

- 10.  The last position papers were filed on January 4, 2013_' in _response to

Chesapeake’s proposed modifications to its original' prop03al. While the specifics of the position

papers and the discussions at the workshop are confidential, it suffices for p'urpoS_es of this

" Motion to say that although support for expansion of natural gas infrastmcture iuto uuserved and

underserved portions of Delaware continues, none of the mterveners supported Chesapeake S

. 'appllcatlon or the prOposed modifications. Therefore, to proceed further with th1s docket w1thout

- the beneﬁt of the e_xpense and revenue data obtained through a normal rate _case | proceeding

- would be a waste of this Commission’s time and resources, as well as those of the intervening

parties.



' ARGUMENT _

. ,' A N - The Commission Should Clése This Docket.
' 101. The Public Advocate wants to make clear- that he does not bpposé .the: ékpanSioh, '

| of natural gas service_ into arcas that do not currently have natural gas scrv_ice_,_‘ But the .Plr.lblic .

: ". Advoéaté' contends that the Company’s application for expansion rates is de_ﬁc.i'e'_ht in three‘

! respectsf (-1) the Company has never attempted to implement any prOposed eﬁpéﬁSionunderits :

tariffed “Experimental Area Expansion Program;” (2) 1t constitutes singlé-issné_- ratéxiiéki‘ng, to o

which the Public Advocate ié adamantly opposed; and (3) under the proposed DES rate, current
- customers would subsidize the expansion of natural gas service to future customers. The Public
Advocate continues his strong opposition to such subsidies. The Public Advocate respectfully
submits that these deficiencies justify thé Commission to order that this proposed expénsion plan
be considered in the context of a full rate case where all of the Company’s revenqe§ and costs
can be examined to determine the most economic and efﬁcient way to further the gbal of
extending natural gas service in Delaware.
1. The Company’s Application Does Not A&dress Expailsion Into
Unserved Areas Using The Experimental Area Expansion Program
Contained In Its Tariff, .

11,  The Company’s tariff includes Section 6.4 titled “Experimental Area Extension

Program” that is applicable to residential extensions of natural gas facilities. That section, which

~ was approved in Order No. 7434 1n Docket No. 07-1 86, provides:

For residential facilities that are to be extended to one discrete
geographic area and require a CIAC, the Company may establish
“an Area Extension Program (“AEP”) on an experimental basis to
~ recover these costs plus interest at a rate equal to the Company’s
- cost of capital. The AEP amount will be billed to customers
served by the extension program providing that the CIAC can
reasonably be expected to be collected over an amortization period .
not to exceed ten years. ' o



The AEP, which shall be stated on a per Ccf basis, shall apply with -

respect to all natural gas sold or transported to Company customers
located within the applicable discrete geographic area dunng the
“amortization period. -

AEP rate will be caiculated by dividing (1) the amount 'of o
“additional revenue required in excess of the Company’s applicable . -~
tariff rates, including any taxes calculated on gross revenue, by (2)

the volume of gas reasonably forecast to be sold or transported to

customers within the applicable discrete geographic area during the
amortization period. The additional revenue required is the - =
allowed cost of capital as determined in accordance with the S
Company’s internal rate of return model on file with the Public

Service Commission.

- AEP amounts collected shall be used specifically to amortize the
cost of the project facilities within the applicable discrete
geographic area requiring a CIAC. If the AEP collected is
- sufficient before the expiration of the amortization period to fully
~amortize the excess costs, including the provision for the
~accumulated cost of capital, the AEP for said discrete geographic =~
area shall terminate immediately, and the Company shall promptly.
- credit the affected customers for amounts over collected, if any.
The Company will absorb any under recovery in existence at the L
end of the amortization perlod SR

The Company shall have the right to reassess the amount of =
‘revenue available to recover the unamortized excess cost of the
facilities on an ongoing basis and recalculate the AEP rate as
needed, provided, however, to the extent that any change in the
AEP rate is required, the Company shall only have the right to -
change the rate once during the amortization period, subject to the -
maximum rate limitations set forth above

The initial AEP rate computation and any further change to the .
~ established rate will be submitted to the Public Service

Commission for review and approval prior to the effective date of
the surcharge. The AEP rate will then appear on Rate Schedule

“AEP” in the Company’s tariff. The Experimental Area Extension

~ Program will be evaluated by the Commission at the expiration of
18 months after the filing of the one trial AEP apphcatlon

12.  Unlike the Company’s current proposal, the ARP tarlff provision has been vetted

by .'ﬁiany. of the parties participating in this docket (including the Delaware Association of




- Alternative Energy Providers), is cost-based, and does not create a subsidiiaﬁoh " 'isoue. The -

| - IPubhc Advocate is unaware of any attempt by the Company to expand mto unserved areas usmg

AT the AEP, There 1S nothmg in the Company’s apphcatlon or supportmg testlmony that explams |

_,why 1t believes the experimental AEP created in Section 6.4 would not enable- 1t_ to furthe_r the o
~ goal of expanding natural gas service to unserved areas. At the very "le'ast; .the' Coﬂlloaliy should

" request an amendment of its tariff to remove Section 6.4 if it believes such language prohibits

expanding_' into unserved areas. But the Company’s application and lsuppo'rting 'j_"tcsﬁ'mony o -

: completely ignores Section 6.4: one would think 1t did not exist.
- - 13. The AEP exists. The Public Advocate understands that it is demgnated as

) expenmental but the idea behind includin g it in the Company s tariff was to see how 1t would -
work in practloe. Thus, if any expansion is to occur, the Company should Implement the AEP

| contained in its tariff instead of pretending that it does not exist.

2. The Application Constitutes Single-Issue Ratemaking.

.1 4, The Public Advocate acknowledges that the General Assembly has authorized the
Commission to conduct limited issue rate proceedings. See 26 Del. C. §304(b). -However, the
Commission is not required to conduct such proceedings, and it has generally avoided doing so.

15, The fublic Advocate is adamantly opposed to single-issue ratemaking. As the
Connnission knows, the basic formula for determining rates is that 2 utility’e ‘total revenue
- requirement equals its operating expenses plus a reasonable return on its used and useful plant
(rate of return times its total rate base). All of the utility’s expenses are examined, and an
appropriate rate of return on equity 1s approved. But that will not happen in this cas¢ if the
Company’s application goes to an evidentiary hearing because the only items that will be

- considered are the expansion rates that the Company has proposed. This Commission, and



Com'mirssions in dther Jurisdictions, have recently appro?ed returns on- equity Bélbw'_ 10% The
Commission approved a 10.25% return on equity for the Company in its laSt base rate case. (See
Docket No. 07-186, Order NQ. 7434 dated Sept. 2, 2008). We also know that the cost of debt has
" decreased since September 2008. What other changes mi ght there be in engnses and rate base
that -mighf justify different (lower) expansion rates? We will not k1noW,: :bécaus;e if the
| Company’s application proceeds to an evidentiary hearing, the jusiness and reasonableness of its
~ proposed rates will be determined without any information on the Compaﬁf S curféﬁf §Xpenses ,
- or what an appropriate return on equity is now, | N
16.  While the Company indicated that the purpose of the DES was “. ..to support the
admihistration and implementation of the proposed service offerings along with the ."enhanced
customer growth anticipated as a result of the proposed natural gas expansion service dfferings”
(Tietbohl Direct at 16), it appears that its real purpose is to compensate the Company for
declining per customer usage. If declining consumption is causing thé Cbmpany financial
disti‘ess, fhen_ it should file a base rate case where all revenues and éﬁsté can be propetly
1e1x}aluapted. Similarly, the Company’s discovery responses showed that the IES' was not cost-
. based and was developed without consideration of all of th¢ _appropriate‘ ratem_akipg ﬁtinciples
- applicable In a base rate case. Moreover, under the Company’s proposal, IES"_ revenue would
flow to its . bottom line as increased earnings. If the IES 1is required iﬁ orde_f _to make cépital _
eXp‘ansi_dn possible, then, at a minimum, these reifenues should be used to Lo'ffs'et fhc plant
' inveétment that is required to expand service. And if the Company believes that it is necessary to
charge-hi gher rates in a portion of its service territory to promote expansion, that issue should be
| examined- in a base rate case, 1in w‘hich all appropriate coéts can be reviewed aﬁd appropfiate cost

allocation m_ethods can be developed. Of course, the Company could simply fund the expansion



itself, thfough sliort term debt, which is the normal procedure to fund construction, :It‘hlas more

) thanentiugh debt cabacity to do so. IR .
- 17. Thc- Public Advocate respectfully submits tilat ihe Commi sgion élioﬁid *ridt ‘e'ng'age :

in sihgle_—i”ssue iatemaking where, as here, it is apparent that there are other oﬁei‘ating cbst_s that .

- should be:- taken into .aCCount in determining the appropriate rates. . o

3. The Company’s Proposed DES Rate Will Result In Current |
: Customers Subsidizing Potential Future Customers. S L

18, - Last, thlS Commission is well aware bf the Public Adﬁocat&’s* :opp'o“sditibn I'to |
 subsidies between and/or among a utility’s éustdmer classes where avoidable. If . the purpose of
_ 't'he DiSS 1s to support expansion activities in Sussex County (see1 Tietbohl Direi:t aii L1i5), then it
should be rejected because it will result in an undue; and unjust subsidy by existi_pg ‘custqﬁers to
customers in the expansion area and should be company financed, not iatepajief-_ funciéd. The
" '1. ‘Public _Utilities Act forbids public utilities from assessing unjustly discriminatory oi unduly
- preferential rates. 26 Del. C. §3 03(a). Insofar as the Company proposes to coliect the DES‘ rate
from existing customers as well as potential future customers, it is unduly preferential to thoSe
potential future customers because the amount of the expansion costs for which they will be
' responsible is reduced by the amount collected from Chesapeake’s existing cl;istdmers, who will
derive no benefit from Chesapeake’s expansion activities. And whether a prOposéd rate is small
or large 1s not the point: a subsidy is a subsidy regardless of thé amount, and a subsidy sends
irrational economic signals to capital markets. l -
CON CLUSION .
WHEREFORE the Public Advocate respectfully requests the Comnnssmn close the
current docket. In the altematwe, if the Company wishes to have the Commlssiqn consider any

rate other than the existing tariffed AEP for expansion into unserved areas, the Commission




should drdcr the Company to file a full base rate case.

Respectfully submitted,

/s/ Regina A. Iorii
Regina A. Iorii (#2600)

Deputy Attorney General .
Delaware Department of Justice
820 N. French Street, 4" Floor
Wilmington, DE 19801

(302) 577-8159
regina.iotii@state.de.us

. Da_ted: J 'anuary 4,2013 Counsel for the Public Advocate
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EXHIBIT "2

~ BEFORE THE PUBLIC SERVICE COMMISSION — .

" OF THE STATE OF DELAWARE
* IN THE MATTER OF THE APPLICATION OF | )
CHESAPEAKE UTILITIES CORPORATION FOR ) T
APPROVAL OF NATURAL GAS EXPANSION ) PSC DOCKET NO. 12292
'SERVICE OFFERINGS ) R

[LED JUNE 25, 2012
COMMENTS OF THE COMMISSION STAFF

BACKGROUND
1.  On June 25, 2012, Chesapeake Utilities Corporation (“Chesapeake"’ br the -
| “Conipanyh) filed an Application with the Delaware Public Sérvice CommiSsion (the
“Commission”) proposing new rates and offerings to facilifate the eﬁpansion of ﬁatufal '
gas service, primarily in southeastern Sussex County, Delaware. In its Application,
- - Chesapeake sﬁggests that its existing tariff provisions hinder its ability to extend service

to a large group of customers and should be modified. (See, Application, para. 6).. '.

2.  On July 3, 2012, the Commission issued Order No. 8174 thatll suSpendéd'

~ the rates and revis_ed tariff sheets filed by the Company, directed the Companjr to 1ssue a
.public notice regarding the matter, assigned the matter to Hearing Examiner Mark
Lawrénce, and set a deadline for filing petitions to intervene by August 103 2012.

- Intervention was granted to Division of Public A&vocate (“DPA”), Department of Natﬁral
Resources and Environmental Control ("DNREC”), Delaware Association of ‘ Alternative

Energy ,Proﬁiders, Inc. (“DAAEP”), Delmarva Power & Light Company (“Delmarva“ or

- “DP&L”), Caesar Rodney Institute ("CRI”).

{00711947:v1 )}



3. o With approval from Hearing Examiner Lawrence, the panieé §ircﬁléted "
infonnal discovery in July and September 2012 to the Company ;*egarding the
Application and the development of the rates. A Pre-Hearing Conference was schedﬁled
for September 27, 2012; however the Company advised due to its limited ax;ailable |
personnel 1t would be unable to completely respond to the informal discovefy rééﬁests :
and requested additional time to respond. As a result, the parties met for a Pref-Hearing
Conference on October 15, 2012 to discuss the Application and to seek clariﬁc.ationﬁrom '
the Company on responses to some of the informal diséovery, It was agreeci tc; by all of

the parﬁe§ that some additional discovery would be asked and that the p:irties would hold
a conference call on Noirember 19, 2012 to clarify and follow up on any additional
discovery questions. The parties also agreed to issue position papers by November_'30,
2012, and to hold a workshop on December 10, 2012 to discuss the various positionq
papers. '
. 4. . On December 20, 2012, Chesapeake filed a Proposed Settlement Position
._ _(cfPSP”) to address posiﬁons taken by the various parties and to try and res_olyé all of the

- outstanding issues discussed as part of the workshop procéss. Follow-up comménts “Were
scheduled for January 4, 2013, In its follow-up comments, Staff indicated that it did not
: think additional workshops would be helpful given that the parties were still very : f_ar
- apart oﬁ some 1ssues; the DPA moved to close the docket. n
* STAFF’S POSITION
5.  Staff, like all the participants in this docket, supports the expansion- of
natural gas service into areas of Sussex County that currently dq not have such service.

However, Staff’s support for the expansion of natural gas service in the State must be

{00711947;v1 )}



tempered by the over arching regulatory principle that customers who want th‘at‘ 1i_sefv_ice
~ must pay for it at just and reasonable prices. Proposals that rest on the econom_ics Qf

- other customers subsidizing the cost of such expansion are not 6nés -tha'_t. | .Stﬁff can

‘ sui:)port.' '

: ._6_. - The iséues raised in this Application are not new, nor is Staff’é objébtion '

to having Chesapeake’s enfire customer base support such expansirons. of ser*v'rit_:é;.‘ As .
pqinted out' by DAAEP in 1ts Petition to Intervene in this docket, the edjcpanSion‘aftl;a’;ufal - o
o ga's _serVice' in Sussex County has been Before the Commission in one for’m.oi' aI;Other

~ since 1997. (See, Petition, para. 4). As a result of a settlement in PSC Docket No. 07-
N | 186 (“In th¢ Matter of the Application of Chesapeake Utilities Corpofatién fdr an |

- Increase in 1ts Natural Gas Rates rand Services, -and for Approval 6f Ccﬁain Other I

. Changes to ifs Natural Gas Tariff ), certain expansion-related tariff provisions that

‘ - Chesapeake now seeks to revise were established. The 2008 Settlement was the prﬁduct .
df extensive discussions between the parties hel& during the tim.e sche(;luled | for.h
evidentiary hearings on Chesapeake’s rate application. One provisiori dcvelbped from
those extensive discussions was the Experimental Area Extension Program (“AEP”),
which according to the Company, it has never used as a method to expand gas service in
Sussex County. Other provisions worked out in the prior settlement -- such as the six
times revenue test for main extensions -- the Company now believes to be “not sutficient
going forward.” (See, Tietbohl Testimony, Chesapeake App]icaﬁ on, p.27).

7. Despite continuing objections from various parties that Chesapeake’s

prqpo’sed rates should cover costs and avoid inter-class subsidies, 'me_ Company

comments that its proposed Infrastructure Expansion Service “IES” rate ils'- inténd'ed' to
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recover “future“costs that will be incurred in extending lines to new cﬁstﬁ_ﬁiéfs, and that
the rate making principles such as test year and cost of sérvice “cannot beeffe‘ctivelyf
applied to -the proposed expansion area.” (See, PSP, p.2). Staff cannot support rates that -
are not cost ba_sed or favor one class of customers over another. Accqrd_inglyé althu gh ,
Staff supports the expansion of gas service in Sussex County, it cannot agfeeté sup’pc'.-.ri
the approach that the Company has articulated in its Application to achieve thaf goal.. -
, 8 This 1s the Comp'any’s app]icatidn — it chose to file it and the Cém;iany
énd parties agreed to review it informally prior to scheduling formal evident ary hearings
fo determine whether there might be a consensus for a path forward. At the conclusion df
the meetings, the parties have not come -- nor are likely to come -- to any reso]qtion on
some of the fundamental issues underlying the filing, In response to this imbro gli_o,- the
- DPA has moved to close the docket. DPA’s motion to close the docketisb;aée& on three
preniises. The DPA points out that the Company’s application does not address the use
of the Experimental Area Extension Program currently in the tariff; the apfali_ca’tion 1S
effectively a single issue rate proceeding; and the filing requires customer Subsidization.
Staff believes that it is up to the Company to decide which direction 1t w_a_n_té to go --

withdrawal of the Application or push forward with formal hearings. (See, Staff’ -s Jan _4m

- Comments).

CONCLUSION

9. The Company proposed IES rate for customers in the new expanéion areas
~ has no cost of service study to determine if the amount is adequate or necessary; rather. it
relies on “future” forecasts. In addition to the IES rate, the proposed Distribution

Expansion Service (“DES”) rate would result in additional revenue being cOllécted'
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. . annué,lly from all customers -- those who benefit from the expansion -serVif:é{" and tho_se
. who do not -- with_no end date. The proposed modifications to the Main Exteﬁsion ta_nﬁ‘  _

will rédube the obligations the Company currently has to install sewicé lineé,_ The

. pi*oposed conversion finance service has the potential to increase b’ad- debt e}cpénse,

' which' if incurred would ultimately shift the costs associated with it to the Company?s

other ratepayers through higher rates. The risk for recovery of infra_stfuctﬁfe’ ‘;ass;ogia't‘eﬁd o .

" with e:?ctensibhs. would also be shifted to all ratepayers as part of a ﬁ;ltﬁré base rate |
proceedm g should build out and or payback not occur as estimated by the Company

- 10.  While Staff takes no formatl position on the DPA’s motion to close Staff '

~ does suggests that the Company start its expansion effort on a smaller scale,uﬂhzmg the

Experimental Area Extension Program (“AEP”) provisions outlined in th_‘e' ComPany’s
existing tariff The AEP provisions hav;e not been utilized since becdming' effec_:tivé In
2008. If the proposed rate schedules were to be implemented, Staff would have ancems
' :With lratepayer s-ubsidization. Spediﬁcally, as this expansion effort appears 1to be paﬂly
- funded .using money collected from the entire customer base it indicate's;’that eXpansioﬁ df
) nafural gas service is not feasible without a contribution from the enﬁré oustomerl:{ase}; .

: 11, - With the uncertainty of how these rates were developed, no 1:)r0p0fsed+time |
line of hoW long these proposed rates would remain in effect and no cost of service study
completed to determine whether or not the amounts are adequate or necessary, Staff
cannot support placing all the inherent risks associated with the Company’s proposal on
ratepayers. Staff feels that it would be more appropriate to include these proposed rates

in the Company’s next base rate filing as part of an overall cost of service study, which

{00711947;v1 }



can be reviewed in the context of the Company’s overall rate of retum‘aﬁdratc'design, |
~and would allow for consideration of other funding sources such as long ten'n:dél.:hat. | | )

" Respectfully submitted, ' .

Jafnes McC. Geddes

ASHBY & GEDDES o
500 Delaware Avenue, 8" Floor "

P.O.Box 1150 |
Wilmington, DE 19899
Phone: 302-654-1888

Rate Counsel

Dated: January 23, 2013
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In  lighf of these overarching* policy statements, DNREC does not believé that the 'Public
. Advocaté (“DPA”) has advanced compelling arguments for closing the docket. Citing
Chesapeake’s current authority under the Experimental Area Expansion Rate 1s nbt:sufﬁcie‘nt '
reason foi' precluding full consideration of alternative rate structures. While the DPA opposes
- single issue ratemaking, the motion “acknowledges that the Gcneral Assembly haé aﬁfﬁoﬁzed thc
_ Commission to conduct limited issue rate proceedings.” The DPA’s third objectibn.‘regarrding ._ -
cuétomer subsidies is a substantive question that can‘bé’ fairly ¢onsider'ed m an oﬁéﬁdbéket;- B
Even if one were to agree with the DPA’s arguments, they do not provide a sufficient basis for
requiring that the docket be closed.
In DNREC’S view, the public interest would be served by keeping the docket open for

more thorough consideration of the .pz:oposal, mindful of the environmental and economic .

‘benefits of expanding the disttibution of natural gas in Delaware. DNREC is willing-to remain at

| the-table as long as there is 2 meaningful opportunity to fully consider the ef;:onpmic an& ' _

N cnvitonmental benefits of promoting fuel switching from dirtier aﬁd more cxpe_:r_lsive fuels to.
- cleaner and less expensive natural gas. DNREC respectfully urges that the -dock'ef ndt b_eélosed

at this time, and remain open for the purpose of more complete consideration of the application.

Respectfully subm1tted

Ralph Durstein
Ralph Durstein, III,
Deputy Attorney General
Counsel to the Division of Energy & Cllmate
Delaware Department of Natural Res ources and

Environmental Control



BEFORE THE PUBLIC SERVICE COMMISSION
OF THE STATE OF DELAWARE

IN THE MATTER OF THE APPLICATION OF
~ CHESAPEAKE UTILITIES CORPORATION FOR.
- APPROVAL OF NATURAL GAS EXPANSION
'SERVICE OFFERINGS (FILED JUNE 25, 2012)

PSC DOCKET NO. 12-292
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CERTIFICATE OF SERVICE

Valerie Sattetfield, Deputy Attorney General, certifies she caused 'th__a_t true and

correct copies of the Response of the Department of Natural Resources and Enﬁrérﬁnéntal

Control to Public Advocate’s Motion to Close Docket to be served by Electronic Mail this 23%

Valerie Satterfield
Deputy Attorney General

~ day of January, 2013, to the attached setvice list.




EXHIBIT "4™"

IN THE MATTER OF THE APPLICATION

OF CHESAPEAKE UTILITIES PSC DOCKET NO. 12-292

NATURAL GAS EXPANSION SERVICE

. OFFERINGS

)
CORPORATION FOR APPROVAL OF )
)
| )
(Filed June 25, 2012)

| - RESPONSE OF .
'THE DELAWARE ASSOCIATION OF ALTERNATIVE ENERGY PROVIDERS TNC

- TO BUBLIC ADVOCATE'S MOTION TO CLOSE DOCKET
1.  The appllca’uon filed by Chesapeake Ut111t1es Corporatlon on June 25 2012 (the

"Chesapeake Application™) proposes to revise Chesapeake's tarlff to enable “vanous natural gas .
expansion service offerings.” Aocordmg to Chesapeake, the tariff revisions proposed in the =
Chesapeake Application will enable it to extend its natural gas dlstrlbutton facllitles in
southeastern Sussex County "more efficiently” than it would otherwme be able to do uuder its -
cufrent tariff provisions. .

2. ' The Delaware Association of Alternative Energy Providers, Inc.;.. (“DAAEP”) | has
L eonSistently iatervened | in- Chesapeake-related dockets, or otherwise participated 111 other
Commission proceedings, when Chesapeake's expansion tariff or procedures are at issue.

DAAEP!s Petition to Intervene in this docket was granted by Commission Order No. 821 0.

3 As set forth prewously by DAAEP in this docket, the Chesapeake Application
raised a number of issues with respect to Chesapeake's proposals, including the bams for the

. propoeed -offerings, whether such offerings are in the best interest of the public, and

o _Chesapeake's potential cross-subsidization of its services.
4. The issues raised in Chesapeake’s Application ate not new to the Commission.
Indeed, they first began in 1997. Most recently, after lengthy discussions and discovery, the

issue of Chesapeake's natural gas extension policy was settled in 2008 ( "2008 Settlement

RLF1 7963607v,2



Agreement") in PSC Docket No. 07-186 ("In the Matter of the Appl:catlon Of Chesapeake

. Utllmes Comeratmn for an Increase in its Natural Gas Rates and Semces, and for Approval ef

. Certain Other Changes to its Natural Gas Tanﬂ") However Chesapeake never nnplemented the_: |

Area Extension Program provided for in the 2008 Settlement Agreement, whereby a dlserete_
. geographic area Wouid be billed an additional "AEP" amount on an eXperimental basis tofeeover
CIAC costs plus interest at a rate equal to Chesapeake s cost of capital. The Chesapeake
Application does not mention such implementation or its results, yet seeks te nnplement a larger.

expansion program across a portion of southeastern Sussex County. Chesapeake simply assetts,

with no support, that the AEP does not work for them.

_5 : DAAEP participated in the informal workshOps as agreed to by the parUes to
discuss and add:ess the issues in this docket and to determine whether any resolutwn ceuld be
reached by agreement of the parties prior to eoaducting eviden:ciary heaﬁnga. Unfortpnately, the
parties have not been able to reach any resolution at this time based upon concerns with -'ti;e

Chesapeake Application.

6. DAAEP's main concerns in this docket remain: i) Chesapeake's standards for
expanding natural gas service, and the potential for Chesapeake extensions based upon either
overly optimistic or "reverse engineered” projections, and ii) current rate payers effectively
o subsidizing Chesapeake extensions. .

‘ 7 | Importantly, it has become clear based upon the information thai has coine _td Fl’ight
in the WOrkshops regarding the application and the changed eircmnsjfances since 1ts filing, that
the originally-stated eeonoﬁlic benefits for the_ Chesapeake Application Were. overétaied.
: Si'gm'ﬁcantljz, events in the marketplace since the filing of the applicaﬁon in June, 2012 (a

substantial drop m the price of propane) have shown that the fundamental rationale for the filing:

RLF1 7963607v.2



the need to bring lower-cost natural gas to the residents of southeastern Sussex __Ceantjr at
significant savings (Application 9 5: "so the quicker that Chesapeake can begin ‘previding
servwe, the quicker that residents and businesses can begin savin g money") has been, and may-
be, reduced if not eliminated by such events, Furthermore, as the worksh0ps proceeded ‘t.
became clear that there is no “typical” or “average” resident of southeastern Sussex County in
eonnectlon with energy use and no “average savings.” Rather there twe “typlca]” or
) “average” users: full time residents and seasonal homeowners, who generally are not heatmg

' . customers and whose consumption is well below 50 Mcf per year. Prehrmnary mfermatlon in

- --connectlon w1th the workshop suggests that perhaps between 60% and 70% of the resadents in B

southeastern Sussex County may be seasonal homeowners for whom savmgs from natural gas

are l1kely to be minimal or even negative. For all of these reasons, the need for a fast-tracked

N hlghly unusual, one-issue rate-malﬂng proceeding has been substantlally reduced or even

B elunmated.

9. Never-theless, it is difficult for D.AABP to take a formal position wﬂ:h respect to
the motion of the Public Advocate without understanding how Chesapeake would 'l.ik'e to
- ﬁ_roceed;' As cited above, the Chesapeake Application is highly unusual; its ratienale has been
substantially diminished since its filing; and the application has numerous other issues, But the
o lapplieation is Chesapeake's, and there are various alternatives. It could decide it }yishes to ﬁreas

' the current application in spite of the concerns. It could amend the applicaxion. Or it could
_ udthdraw tlae application. Once Chesapeake has responded to the moﬁen ef the Public

Advocate indicating how it wishes to proceed, DAAEP will be in a better position to respond, if

necessary.

RLF1 7963607v.2
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- Andrew Lambert, President Glenn C. Xenton

 Delaware Association of Alternative Energy Todd A. Coomes '
~ Providers, Inc. Richards, Layton & Fmger, P. A
1000 N. Broad St., P.O. Box 427 One Rodney Square
Middletown, Delaware 19709 920 North King Street
- B-mail: ALambertSr@SchagrinGas.com - Wilmington, Delaware 19801
“* Phone: 302-378-2000 E-mail: Kenton@RLF.com; Coomes@RLF com
~ Fax: - 302-279-8993 Phone: 302-651-7700 o

. Fax: 302-651-7701
Attorneys for Intervenor Delaware Asso clatl on of

Alternative Energy Prowdets, Inc

Dated: January 23, 2013
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CERTIFICATE OF SERVICE

It is hereby certified that thé Response of the Delaware Association of Altematwe Energy

- Providers, Inc, to the Pubhc Advocate’s Motion to Close Docket has been served thls 23rd day of

J anvary, 2013 as indicated below:

VIA E-Mai]_

~ Michael Sheehy

Public Advocate -

Division of the Public Advocate
Carvel State Office Building

820 French Street, 4” Floor
Wilmington, Delaware 19801

Tel: 302-577-5078

- Fax: 302-577-3279 _
E-mail: michael.shechy@state.de.us

James McC. Geddes

Ashby & Geddes

-~ 300 Delaware Avenue, Suite 800
P.OBox 1150 |

Wilmington, Delaware 19899

- Tel: 302-654-1888

- Fax: 302-654-2067

E-mail: jgeddes@ashby-geddes.com;

-~ Jamesgeddes@mac.com

g Susan Neldl g
Regulatory Policy Adxnlmstrator
Delaware Public Service Commission

861 Silver Lake Boulevard, Suite 100
Dover, DE 199504

 Tel: 302-736-7540

| F&X 302—739-4349
| Email: Susan.neidig@state.de.us

Jason Smith

. Regulatory Analyst

Delaware Public Service Commission
861 Silver Lake Boulevard, Suite 100
Dover, DE 19904

Tel: 302-736-7540
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William A, Denman

Parkowski, Guerke & Swayze P A
116 West Water Street |
P.O. Box 598 R
Dover, Delaware 19903 B
Tel: 302-678-3262 -
E-mall wdemnan@pgslegal com

Mark Lawrence
Hearing Examiner
Delaware Public Service Comrmssmn ‘

861 Silver Lake Boulevard, Sulte 100
Dover, Delaware 19904 =
Tel; 302-736-7540

Fax: 302-739-4849 -
E-maﬂ mark lawrence@state. de s

Regina Iorii, Esq.

Deputy Attorney General

Division of the Public Advocate
820 North French Street, 4th Floor
Wilmington, DE 19801 | -
Tel: 302-577-5078

Fax: 302-577-3294

Email: regina. iorii@state.de.us

Andrea Maucher, Public Utlhtle_s_- Analyst ,
Division of the Public Advocate
John G. Townsend Building

401 Federal Sireet, Suite 3
Dover, DE 19901

Tel: 302-857-4620



Fax: 302-739-4849
Email: Jason.r.smith@state.de.us

Julie "Jo" Donoghue, Esq.

Deputy Attorney General -

* Delaware Public Service Commission
- 861 Silver Lake Boulevard, Suite 100

. Dover, DE 19904
-~ Tel: 302-736-7540

Fax: 302-739-4849

" Email: julie.donoghue@state.de.us '

Andrea C, Crane

Mailing Address: -
The Columbia Group, Inc.
P.O Box 810
Georgetown, CT 06829

-~ Overnight Mailings:
The Columbia Group, Inc,

199 Ethan Allen Highway, 2™ Floor
Ridgefield, CT 06877
Tel: 203-438-2999
Fax: 203-894-3274
Email: CTColumbia@aol.com
Ruth Ann Price '
- Deputy Public Advocate
Division of the Public Advocate
820 North French Street, 4th Floor
Wilmington, DE 19801

- Tel: 302-577-5014

Fax: 302-577-3297
Email: ruth.price@state.de.us

Pamela J. Scott, Esq.
Associate General Counsel
Pepco Holdings, Inc. Legal Services
500 North Wakefield Drive
Mail Stop 92 DC 42
Newark, DE 19702
- Tel: 302-429-3143

Fax: 302-429-3801

Email: pjscott@pepcoholdings.com

~ Robert Collacehi
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Fax: 302-739-3811
Email: gg&‘_%mgucher@gtate de,us

Sarah Hardy
Regulatory Analyst II

Chesapeake Utilities Corpdratlon E

350 South Queen Street
P.O. Box 1769
Dover, DE 19903

Tel: 302-734-6797 ext, 6201

Fax: 302-734-6011
E-mail: shardy@chpk. com.

Jeffrey R, Tietbohl

Vice President

Chesapeake Utilities Corporatmn R

350 South Queen Strect
P.O. Box 1769
Dover, DE 19903

Tel: 302-734-6742
Fax: 302-735-3061

E-mail: jtietbohl@chpk.com

Ralph Durstein, 111, Esquire
Deputy Attorney General
820 North French Street
Wilmington, DE 19801
Tcl 302-577-8400

: 302-577-5866 :
E-mall ralph.durstein@state. de.us

Thomas G. Noyes -
Division of Energy & Climate

Delaware Department of Natural Resources

and Environmental Control
1203 College Park Drive, Suite 101
Dover, DE, 19904 .
Tel: 302-735-3356

Fax: 302-739-1840 _

Email: thomas.noyes@state.de.us

- David T. Stevenson



Director, Gas Operations & Engineerin g Director, Center for Energy Competm veness :

Delmarva Power & Light Company Caesar Rodney Institute
630 Martin Luther King Jr, Blvd P.O.Box 795
Wilmington, DE 19801 Dover, DE 19903
Tel: 302-429-3049 Tel: (302) 236-2050

- Fax: 302-429-3207 Fax: (302) 645-9017

E-mail: bob.collacchi@pepcoholdings.com E-mail: dawdstevcnson@caesanodney org

/s/ Todd A. Coomes
Todd A, Coomes (#4694)
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EXHIBIT "5"

BEFORE THE PUBLIC SERVICE COMMISSION

OF THE STATE OF DELAWARE

IN THE MATTER OF THE APPLICATION OF)
" CHESAPEAKE UTILITIES CORPORATION )
FOR APPROVAL OF NATURAL GAS )
EXPANSION SERVICE OFFERINGS )

)

P.S.C. DOCKET NO. 12292
* (FILED JUNE 25, 2012)

CHESAPEAKE UTILITIES CORPORATION’S RESPONSE TO
THE MOTION TO CLOSE DOCKET FILED BY THE DELAWARE

PUBLIC ADVOCATE

PARKOWSKI, GUERKE & SWAYZE, P.A.
WILLIAM A. DENMAN, ESQUIRE (#364)
116 W. Water Street '

PO Box 598

Dover, DE 19903

302-678-3262

wdenman(@pgslegal.com

DATED: January 23, 2013



Chesapeake Utilities Corporation (“Chesapeake™), by and through its counsel, responds |
- to the Delaware Public Advocate’s (“DPA”) Motion to Close Docket, and in su'pport“of“ Said'-
~ opposition avers as follows: )
1.  As noted by the DPA, the Delaware Public Service Comrmssmn (“Commmsmn“)
opened this docket on July 3, 2012 and “suspended Chesapeake S apphcatlon pendmg the
completion of evidentiary hearings” (DPA Motion, paragraph 6, emphasns added) There have
been no evidentiary hearings and no parties, other than Chesapeake, have filed dlreet testlmony
in this docket to date. At the request of the Commission Staff and the agreement of the parties
two speciﬁc informal workshops were held on September 27 and December lt), 2012 to discuss
the Company’s proposal and related issues to determine if there was any commoh gtquhd that _-
could be reached in order to arrive at a settlement prior to engaging in the traditional regulatory
evtdentiary hearing process. (DPA Motion, paragraph 9).
2. While the DPA has noted its support for expansion of natural gas infrastructure
into un-served and under-served portions of Delaware (DPA Motion, paragraph 10) the DPA
- argues that hecause none of the interveners supported Chesapeake’s applicatien, to proceed
further without the benefit of the expense and revenue data that would be “obtained through a
| normat rate case proceeding would be a waste of this Commission’s time and resources as well

~as those of the intervening parties”. (DPA Motion, paragraph 10). First, Chesapeake does not

agree Or support the DPA’s contention or characterization that “none of the 1nterveners supported

- 'Chesapeake S apphcatmn or the proposed modifications.” Based on the informal nature of these

proceedings to date and the exchange of information and positions deemed to be settlement
related, Chesapeake does not believe it is appropriate to discuss the various parties’ positions, but

also does not believe that DPA’s contention is accurate. In addition, Chesapeake believes that it




was inapprOpriate for the DPA to file a motion and base the motion in part upon-DPA*sviéwas ' |

to where the parties stand on all of the issues based on these settlement relatéd. pt_)sitiohs and the a ]

exchange of information during these informal working sessions. Moreover, in the context of

- ‘these workshops, Chesapeake has responded to over 100 informal data requests submit_téd by the

parties, with several relating to expense and revenue data.

3.  Chesapeake’s proposals were made in order to respond to Deléﬁé_ré hofriedv&nérs _' |
and small businesses in an effort to expand the availability of an alternative energy thatprdvides N
* them with savings, improves energy efficiency and reduces the environmental impécts . 'of; their
energy consumption. In addition, Chesapeake’s proposals were based upon | its succeésful
- experience with using the negotiated contract provisions, as approved by the PSC in Order No.
5932, dated April 16, 2002, and contained in Company’s tariff for commercial and industrial
‘customers, Using its Commission approved negotiated tariff provisions, Chesapeake has been
able to extend its mainline facilities to larger commercial and industrial customérs in Sussex
County in a manner that does not require any customer subsidies. Chesapeake’s proposal is
largely, and simply, a proposal to apply the model used to make the above mentiéned extensions
_to smaller energy consumers in response to their requests for service. In fact, DPA in its motion
acknowledged that the Bay Breeze Homeowners Association and Nick Haminond$ Principal of
Jack Lingo Asset Management, LLC, a Sussex County developer, submitted letters supporting
Chesapéake’s proposed expansion plans. (DPA Motion, paragraph 8). These tWG rparti'es also
expressed their support of the filed rates in the Company’s application. Chesapeake submits that
the majority of its proposals are not based upon historical embedded cost of service because

historical costs are not relevant when making investment decisions related to expanding its



natural gas system. What is relevant is the marginal capital expenditure, the margiﬁal operating
expense and the marginal revenue generated by the expansion. e .

4. The DPA argues that this docket must be closed because “it constitu’ees_ single-
issue ratemaking”. (DPA Motion, Para. 10). As noted by the DPA, limited issﬁefatepreceedings_
are specifically authorized by statute. 26 Del. C. Section 304(b). The DPA’s,diEIike of limited
- issue rate proceedings is no basis for closing this docket. Indeed, given the goal of Chesepeake’s
~ application, the numeroﬁs requests being received from consumers for natural gas service, and. |
tﬁe Parties’ general support of that goal (making natural gas available to more reeidents of o
Sussex County), a limited issue rate proceeding is more preferable to a gene'ral rate case. The
Commission’s “recent” approved rate of returns has no bearing on the present application as the
Company is not seeking a change in its authorized rate of return as part of its ap_plication_.

5.  As noted by the DPA, Chesapeake is requesting severai tariff amendments.
| Chesepeake is requesting approval to provide two new services: a Conversion Fieancing Serv_ice
and a Convereion Management Service. (DPA Motion, Paragraph 3). As noted by the DPA,
Chesepeake has | eroposed a tariff amendment to change the economic test used by 'Chesai)ealee to
evaluate the economics of extending service to existing developﬁlents by using the Internal Rate
of Retum based model presently used for new developments, rather the,n the six times net-
' revenue test. (DPA Motion, Paragraph 4). As noted by the DPA, Chesapeake also has proposed

eliminating the current tariff provisions that prohibit charging for service installations within 75
- feet of an existing distribution main, or for mainline extensions of less than 100 feet. The DPA,
in its motion, provides no basis for dismissing, without evidentiary hearings, Chesapeake’s

~ request to implement these new service offerings and tariff amendments. There is no reason to

require the Company to file a rate case.




6. - Regarding Chesapeake’s proposal to implement the Inﬁastmcture Expansion
- Service (“IES”) rate in the defined expansion area in Sussex County (DPA Motion,,:Parag;a-ph |
2), the basis {for this request is that the rates will allow the Company to ::ekte_nd ~iﬁtsﬁ nﬁtura_l gas o ,
B distﬁbution infrastructure (i.e., distribution mains, services, meters) to meet the oy:er"whelming- i

requests of communities, residents, and small businesses in eastern Sussex County while

- - providing these new customers with significant energy savings as compared to the current cost of

. - alternativg fuels. While the amount of the savings will vary depending upoh thé _IES ~rﬁ;ate and the
cost of 'altemative fuels, Chesapeake believes that the potential savings for a ﬁe_w residential
customer, after taking into consideration the proposed IES rate, are signiﬁca_nt; The defined IES

. rates for 'thel expansion area enable the Company to reach potential customers in | existing
. subdivisions and communities by providing an approach that does not result in"a. _signiﬁcant l‘e;vell

' .of up—frbnt costs to be incurred by these potential customers as required undef ﬂie current
regulatory framework. The potential natural gas consumers in Sussex Couhty' wbuid Be; rd:irectly
responsible for paying for the increased cost of the gas distribution infrastructure, thereby
protecting existing customers from paying the direct cost of infrastructure expahsion into thése
new areas.

7. Under the Company’s existing line extension policy, the Company cannbt extend
its lines unless the projected fevenues from the new customers will be sufficient 'to recover the
Company’s projected expenses plus a return on its investment. The approprié.te revenue and
expense analysis differs from that of the traditional rate case analysis in that the focus is on the
projected revenues and expenses for an extension of service to new customers and developments.
_It is necessary therefore to evaluate the proposed IES rate based on proj ec_t_ed expenses and

revenues rather than on actual test period data, which 1s what is used to adjustﬁ base rates in an



‘ existing service ferritory in a base rate case. The dollar amount for the IE'S'fate‘wi;ll;!etermine §
hbw much farther (and quicker) the Company can extend its lines compai:éd to what the'_ . j
Company otherwise could do under its existiﬁg base rates. As acknowledgedi by the Co‘mpany, |
~ 1f, after an _appropriate time period, the IES rate needs to be modified or adjusted based on fhe .
actual operating experience achieved, then the rates can be adjusted accordiﬁgly. ) . R '
8. Moreover, Section 201(d) provides the Commission with broad aﬁthoﬁty to alter )
in whole or in part its supervision and regulation over some or all of a utility’s-sefvicgs, ‘.‘to. the
extent necessary to promote and sustain adequate service at just and reasonable rates Where' the _
Commission determines that alternatives to supervision and regulation including the competitive
provision of sﬁch products and services are in the public interest.” 26 Del. C. Sectiqh 201(d)(1).
Thé proposed IES rates are not “unjustly discriminatory” and are designed td | enh_anée service
and recover the actual cost of extending the infrastructure to areas where natural gas would
“otherwise not be available. To require that this issue be addressed in the Company’s néxt base
rate case (whenever that would be) will require the parties to focus on a multitﬁde of unrelated
issues rather than focusing on the issue at hand: promoting the availability of natural gas service

in eastern Sussex County.

9. The DPA also argues that “the IES was not cost-based and was developed without

' consideration of all of the appropriate ratemaking principles applicable in a base rate case.” -

(DPA _Motion, paragraph 16). As explained above, the proposed IES is “cost—bésed” to the
éktent the Coinpany will only invest or spend the amount of capital that is suppoﬂéd by the level
of revenue to be received as part of any project. Importantly, however, neither thc-; -Statute nor
Commission precedent requires that rates be tied entirely or solely to costs. As. noted above, the

- statute authorizes the Commission to alter traditional rate regulation when it serves the public



- interest. 26 Del, C. Section 201(d)(1). For example, in a 1984 Chesapeake caée, - thls -
Corﬁmission approved flexible, value-of-service based rates for Chesapeake’s largef ' inteﬂuptible
customers in order to “ailow the Company to make additional sales that the Compéh’y would not
otherwise be able to make” because these customers could use alternative fuels.' Similarly, the

~proposed IES rate is designed to allow the Company to reach additional customers, in existing

. subdivisions, who can use alternative fuels.

10. . The DPA’s suggestion in paragraph 16 of its Motion that t:lileia.i‘t‘)po:'sgd;phangés
are not necessary because the “Company could simply fund the expansioﬁ itself, ti_lrough ‘s1hort
term debt...” is wrdng. The Company is not authorized to extend service unlesé 1the préj ected
‘revenue will satisfy the economic tests set forth in the Company’s tariff.. For exténgions that do
pass the economic test, the Company will “fund the expansion itself” aé a capitall éxpense, with
an approved rate of return based on an approved capital structure made up of debt and equity.
| The benefit of the IES proposal is that the cost of the capital (and depreciation expe.h‘sre)' for the
:'e};f'ehsion w1ll be _covered by the IES rate, paid by the expansion area customers a:nd not by
current ratepayers. T

-11.  The DPA argues that the Company’s proposed DES rate would fes_ultin current
customers subsidizing future customers. Initially, the Company would note that the proposed
DES rate is one of several tariff changes that the Company is requesting the Commission to
approve. In any event, the DES rate would help support the costs that the Company 1s incurring
from responding to the conversion requests it receives from residents in its current service

territory in addition to the costs being incurred to respond to the numerous request for service in

southeastern Sussex County.

'In the Matter of the Application of Chesapeake Utilities Corporation for the 'Approval of the
Implementation of a New Flexible Rate for Certain Large Volume Customers (Filed February 2, 1984),
PSC Docket No. 84-5, PSC Order No. 2565, at pages 2, 3.

.



12.  Moreover, even if the DES included some costs from the expansion éfea, notall -

- subsidies are illegal. Only subsidies that are “unjust” are prohibited. The Company should be .

allowed té demonstrate at evidentiary hearings that existing customers havfaf a_pd w1ll benéﬁt -
from the addition of . new customers in the expansion area, just as the Compéﬁy"s use of its
' 'econonﬁc analyses for extensions has benefited all customers in the pést. | Chejsaéﬁeake has bécn- |
able to avoid major base rate applications and increases 6ver the past twelve (12) yeérs due ih _
large part to_ its economic customer growth and distribution expansions. evalua‘t:ed_1 under the
context lof its currently approved internal rate of return models and framework. In the Delaware
Division’s most recent base rate proceedings, PSC Docket No. 07-186 (2007) and PSC Doéket
No. 01-307 (2001), the Company received modest rate increases of $325,000 and $380,000
respectively (in both cases these increases were each less than one percent (1%) of total
revenues).

13. Finally, DPA argues that because the Company’s existing tariff has .a pmvision
that gives the Company the right to implement on an experimental basis an Area Expansion
- Program (“AEP”), the Commission must close this docket. (DPA Motion, para'graphsl 11 - 13))
The Company believes and can demonstrate that the current AEP does not provide a practi_cal'
solution or method for making natural gas available to the residents and businesses in eastem
Sussex County.” To close this docket without having the benefit of an evidentiary hearing, and _
the recommendations of the Hearing Examiner appointed by the Commissio:'n- to conduct such

hearings, is premature.

“In fact, using an existing subdivision that is located directly off of the Company’s existing main,
Chesapeake was able to develop for the parties an illustration of the impact of using an AEP versus the
Company’s proposal. The resulting AEP rate is significantly higher than the proposed IES rate. In view
of this analysis, and other data provided to the parties relating to the AEP, it is difficult to understand how
the DPA can accuse the Company of “pretending that [the AEP] does not exist.” DPA Motion, paragraph
13, . | | | | | o |




Conclusion

14. The DPA, in its Motion to close this Docket, hés requested the Commission to

.ordér the Cdmpany to file a “full base rate case”. Rather than focus on the jlimited issues
- presented by the Company in its application, the DPA wants to open the door for thé multitude of
isSues that are hormally addressed in a traditional rate case. Chesapeake believes that if the
Commission Wants to enhance the availability of natural gas to residents and businesses of
_ eaétern Sussex County so that these citizens (and our environment) can realiZé tﬁé béﬁeﬁts nbw,
rather than several years from now, the Commission should allow this docl_cet' tﬁ proceed. In
addition, if the Staff and the Interveners are going to hold ﬁrm on their positions from'previous ,_
cases, including rate cases, that the Company’s rates must be essentially. unifbim, 1n all ddunfies, -
a rate case will do nothing to enhance the availability of natural gas in eastérnSussgx Cbunty.
The Company believes that it is premature énd to the detriment of the potenﬁai | §ustomérs in
Sussex 'Cdunty to close this docket at this time. o .

15, The Company respectfully requests the Commission to dehy the DPA’s ovérall
motion and to approve the Company’s “IES” rate framework in the interim to facilitate the .
éXpansion of natural gas inﬁéstmculre to the . residents and businesses of eastern Susse;'( County

| andreqﬁire the parties to determine reasonable “IES” rates along with an appropria_ie time period
- for reviéw. of these rates that will facilitate the obj ective or goal of expanéion of ﬁangal gas
' service in the defined expansion areas in Sussgx County. ke

PARKOWSKI, GUERKE & SWAYZE, P.A.

By: é’ % J) //

WILLIAM A. DENMAN, ESQUIRE (#364)
116 W. Water Street, P.O. Box 598
Dover, DE 19903

(302) 678-3262

wdenman@pgslegal.com .
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EXHIBIT Y“6”

BEFORE THE PUBLIC SERVICE COMMISSION

OF THE STATE OF DELAWARE

IN THE MATTER OF THE APPLICATION OF
CHESAPEAKE UTILITIES CORPORATION FOR
APPROVAL OF NATURAL GAS EXPANSION
SERVICE OFFERINGS

(FILED JUNE 25, 2012)

PSC DOCKET NO. 12-292

ORDER NO.

AND NOW, this day of ., 2013

WHEREAS, the Commission has received and considered the

Report and Recommendatiohs of the Hearing Examiner 1issued in the

above-captioned docket, the original of which 1s attached 'her_eto as

‘Attachment “A”;

AND WHEREAS, the Hearing Examiner recommends that the
Commission not c¢lose this docket filed by Chesapeakthtilities
Corporation (“Chesapeake”) ;

AND WHEREAS, the Hearing Examiner also recommehds _'that the
Commission deny Chesapeake’s request that the proposed Infrastructure
Expanéion Rate (“IES”) be implemented on an interim basisil,

NOW, THEREFORE, IT IS HEREBY ORDERED BY THE AFFIRMATIVE VOTE OF
NO FEWER THAN THREE COMMISSIONERS: .
a. 3 That, by and in accordance with the affirmatiVe‘ vote of a
manrity of: the Commissioners, the Commission hereby adopts the
February 6, 2013 Report and Recommendations of the Hearing -E}iaminer,

appended to the original hereof as Attachment “A”.



b. - That the Commission will not close this docket filed by -
Chesapeake Utilities Corporation.
c. ~ That the Commission denies Chesapeake'’s reque_"st; '?_t'h.at”.-the |

propo;c',ed Infrastructure Expansion Rate (“IES”) be implemented on an -

interimibasis._At oral argument, the parties agreed thatthé:seven (7)
- m_or_lt]:rll pe_-:_fi’od contained in 26 Del. C. §306 shall begin-as: of _..tlr_l_e-d_ate

of this Ofdér. ‘ : I

d. l That the parties are ordered to enter iﬁté'a'fbrmal.f
Procédﬁral Schedule within seven (7) days of the date of this_OrderI

e. That the parties shall finalize this docket within seven
(7) months of the date of this Order.

f. 'That the Commission reserves the authori-t_y to énlt-ér such '

further Orders in this matter as may be deemed necessary or proper.

BY ORDER OF THE COMMISSION:

Chalir

Commissioner

CommilsSsioney

Commligssioner

ATTEST :

Secfétary
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